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The Maritimes Beckon 


Members of The Dominion Association from every 
Province will meet in annual convention at Halifax this 
month. Those who once lived in the Maritimes or have 
spent a holiday there will welcome this occasion to visit 
former haunts and old friends. 

If you have not yet made the acquaintance of the Mari- 
times—their beauty and peace and charm—let not the 
opportunity pass of attending this year’s annual meeting. 
In Nova Scotia at this Season we shall feel the invigorating 
breezes from the Atlantic, hear the whisper of the “mur- 
muring pines and the hemlocks,” and experience the hap- 
piness and quiet of the Acadian countryside. A welcome 
awaits us all—The Editor. 


There is a pleasure in the pathless woods, 
There is a rapture on the lonely shore, 
There is society where none intrudes, 
By the deep Sea, and music in its roar. 


—Byron, Man and Nature. 


Ah! what pleasant visions haunt me 
As I gaze upon the sea! 

All the old romantic legends, 
All my dreams come back to me. 


And my soul is full of longing 
For the secret of the sea, 

And the heart of the great ocean 
Sends a thrilling pulse through me. 


—Longfellow, The Seaside and the Fireside. 
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THE DOMINION ASSOCIATION OF CHARTERED 
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Programme of Proceedings 
ANNUAL MEETING OF 1938 
to be held in Halifax 


Monday, August 22nd 
9.30 a.m. Meeting of Executive Committee of the Dominion As- 
sociation 
2.30 p.m. Meeting of Council of Dominion Association 


Tuesday, August 23rd 
9.30 am. Meeting of Council (continued) 
1.00 p.m. President’s luncheon to Council members 
2.30 p.m. Meeting of Council (continued) 
8.00 p.m. Committees of Council 
8.00 p.m. Registration 
9.00 p.m. Informal reception to visiting members and ladies at 
the Nova Scotian Hotel 


Wednesday, August 24th 

8.30 a.m. Registration (continued) 

9.30 am. First general session 
Addresses of welcome 
Address of President 
Introduction of Representatives of other Societies 
Reports of Constituent Institutes 
Reports of Council and Committees 

12.00 noon Adjournment 

12.00 noon Photograph—Members and Ladies 

2.30 p.m. Golf Match—Dominion vs. Nova Scotia Institute for 
Challenge Cup 

2.30 p.m. Motor trip for ladies and for members not playing golf; 
picnic supper at Hubbards 

9.00 p.m. Supper dance as guests of The Institute of Chartered 
Accountants of Nova Scotia 


ete, has 25th 
9.3 Second general session—general business 
10. ro ian Paper, “The Profession in the United States,” by 
William C. Heaton, New York 
11.30 a.m. Paper, “Our Profession—Quo Vadis?” by H. G. Norman, 
Montreal 
1.00 p.m. Luncheon for members and ladies as guests of the 
Institute of Chartered Accountants of Nova Scotia 
Speaker: George Cochrane, Representative of the In- 
stitute of Chartered Accountants in England and 
Wales 
2.30 p.m. Third general session 
Roundtable discussion of the subject “Should the 
statutory form of the Auditor’s report to the 
shareholders be changed?’ 
Kenneth W. Dalglish, Chairman 
5.00 p.m. Final meeting of Council 
7.30 p.m. Annual banquet of The Dominion Association of Char- 
tered Accountants 
Speaker: Hon. James L. Ilsley, Minister of National 
Revenue, Ottawa 


Further particulars of entertainment are contained in the pro- 
gramme posted to all members July 25th. 
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Beauty, Beauty Everywhere! 


The North West Arm of Halifax Harbour extends nearly 
three miles inland and is famed as the centre of aquatic 
sports for eastern Canada. 





The Nova Scotian Hotel, Halifax 
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Editorial Comment 

Most life insurance policies contain a 
Life Insurance clause making them void if the insured 
and Suicide should “die by his own hand, whether 

sane or insane, within one year from the 
commencement of the insurance.” Such a clause is to be 
construed as a promise to pay the amount of the policy 
to the representatives of a policyholder who has died by 
his own hand one year or more after the date on which 
the policy was taken out. 

The recent decision of the House of Lords in Beresford 
v. Royal Insurance Company, Lid. renders unlawful and void 
any promise by an insurer to pay the sum assured to the 
representatives of a policyholder who intentionally kills 
himself while of sound mind, no matter what time has 
elapsed since the policy was issued. The judgment was 
reached on grounds of public policy, it being an accepted 
principle of British law that the courts will not enforce 
a contract if the effect of enforcement would be to recognize 
a benefit accruing to a criminal from his crime. 

Their Lordships were at pains to relieve public anxiety 
on two points arising out of their decision. In the first 
place they made it clear that the “contingent” illegality 
(that is the undertaking to pay on an event which might 
happen from many causes, only one of which involved a 
crime by the insured) was entirely severable from the rest 
of the contract, which remained perfectly valid. In the 
second place they dealt with the effect of their decision 
on the rights of an assignee. In this connection Lord 
Atkin declared: “I consider myself free to say that I cannot 
see that there is any objection to an assignee for value 
before the suicide enforcing a policy which contains an 
express promise to pay on sane suicide, at any rate so far 
as the payment is to extend to the actual interest of the 
assignee. It is plain that a lender may insure the life 
of a borrower against sane suicide and the assignee of a 
policy is in a similar position so far as public policy is con- 
cerned.” 

As self-destruction is a crime in Canada just as it is 
in Great Britain, the decision in this case would be a highly 
persuasive precedent if litigation should ever arise in this 
country out of similar circumstances. 
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The controversy which was precipitated by 
Accounting the United States Securities Commission 
Principles when it enjoined use of the phrase “in ac- 

cordance with accepted principles of account- 
ing consistently maintained” has been greatly enlivened by 
the publication of A Statement of Accounting Principles 
(Haskins and Sells Foundation) and A Tentative Statement 
of Accounting Principles Affecting Corporate Reports (Amer- 
ican Accounting Association). This controversy, whether 
or not it produces direct results in the formulation of ac- 
cepted accounting principles, will probably rank as one of 
the most important incidents in the history of accountancy 
of our generation, for it provokes just that type of heart- 
searching which lends new vision and inspires new enter- 
prise. As was acknowledged recently in the editorial col- 
umns of The Accountant (England)—in comment upon Mr. 
G. O. May’s lectures under the auspices of Harvard Uni- 
versity—no better proof of the good health of the profession 
in the United States could be adduced than its concern 
with the theory of periodic income. 

Meanwhile the “principles” which have been enunciated 
in the two publications to which we have referred are being 
criticized and defended with great vigour, and the issue has 
been illuminated by publication in The Accounting Review* 
for March last of an article by Mr. Howard Greer, a past- 
president of The American Accounting Association setting 
out the results of a comparative study of the published in- 
come statements of twenty United States corporations for 
a period of eight years. 


The corporations included in Mr. Greer’s 
The Application study were not so dissimilar that dispari- 
of Principles ties in accounting procedures were to be 

expected and in every case the state- 
ments were reported by certified public accountants of ex- 
perience and good repute to have been prepared “in ac- 
cordance with accepted principles of accounting consistently 
maintained.” Mr. Greer found, however, that the formulae 
employed by the several companies for the measurement of 





*Published by American Accounting Association, 135 S. LaSalle 
Street, Chicago. 
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the earnings of the eight-year period were extremely di- 
verse. For the whole group of companies over the period 
reviewed, if the most restrictive formula used by any one 
of the companies had been used by all, the aggregate net 
profit would have been about one hundred and twenty-five 
million dollars; while if the most liberal formula used by 
any one of the companies had been used by all, the ag- 
gregate net profit would have been about two hundred and 
seventy-five million dollars. In commenting on these strik- 
ing figures Mr. Greer emphasizes the circumstance that 
“none of the differences result from the difficulties of 
measurement of values (in which accounting judgment is 
considered so important) ; they arise exclusively from dif- 
fering opinions as to what constitutes a profit.” 

The conclusion to be drawn from this study seems to 
us to be the rather obvious one that the formulation of 
abstract principles is one thing and the application of those 
principles in particular and diverse circumstances is quite 
another thing. But if so wide a discretion has to be allowed 
to management in the application of accepted principles 
are we justified in using the word “principle” and is not 
accountancy a business rather than a profession? 


A great variety of explanations have been 
The Business Offered for the seemingly recurrent cycles 
Cycle of business prosperity and depression rang- 

ing all the way from sunspots to toothaches. 
No one so far as we know has had the temerity to cite the 
accountant amongst even the contributory causes, and yet 
it is an intriguing and a sobering thought that this humble 
individual may conceivably have been a factor at least in 
determining the depth of a depression or the height of a 
boom. We have no convictions in the matter ourselves but 
we think the subject deserves serious consideration, for 
statements of profit affect distributions in the form of 
dividends and hence the volume of consumers’ purchases. 
The traditional “conservatism” of accounting procedures 
produces by no means consistently conservative figures of 
profit (as was demonstrated many years ago by the late 
Sir Gilbert Garnsey) and is indeed calculated to depress 
profits unduly in times of recession and to exaggerate 
profits in times of advance. This tendency (particularly 
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associated with inventory valuations and a strong argu- 
ment in support of “basic” valuations) is presumably offset 
to an unknown extent by managerial policy with regard 
to the creation and utilization of secret reserves and by 
the omission or reduction of depreciation charges in times 
of depression. These offsetting factors are distinctly of 
the hit-or-miss variety and it is to be hoped that the de- 
velopment of accounting procedures will be based on a con- 
scious recognition of the social significance of periodic 
profit. 


The increasing tendency on the part of 
Resale Price manufacturers, acting either as individuals 
Maintenance or (more often) through a trade associa- 
tion, to attempt to fix the resale prices to 
be paid by the ultimate consumers of their products is a 
phenomenon whose economic and legal aspects are only just 
beginning to receive the attention which they deserve. 
So far as the legal aspects of price maintenance are 
concerned it may be said that in Great Britain the tradi- 
tional doctrine of the English common law has lent support 
to agreements having price maintenance as their objective 
and that no legislation has yet been introduced to modify 
the common law, while in the United States the trend until 
recently has been towards legislation which would outlaw 
restrictive agreements of this kind. In Canada the English 
common law doctrine is presumably excluded by statutory 
law—Sections 496-498 of the Criminal Code and the Com- 
bines Investigation Act—and by the circumstance that 
Canadian industry enjoys a tariff protection which had no 
counterpart in Great Britain during the formative period 
of the common law doctrine. The thirty odd cases which 
have come before the Canadian courts cannot be said to 
constitute a complete guide to the application of the statu- 
tory rules although they do suggest that the Canadian ju- 
diciary associates free competition with the public interest. 
An interesting feature of the judgments is that none 
is based on what might be termed a scientific enquiry into 
the economic consequences of resale price maintenance, 
that is to say on an enquiry into the effect of price main- 
tenance upon the distribution of available resources and 
so upon the amount of the national income. This is not 
surprising in view of the fact that the economists them- 
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selves could adduce no convincing analysis so long as they 
treated price maintenance as an element in a system of free 
competition. It is only within the last ten years that the 
new theory of monopolistic competition has been developed 
to a point where it could be used as a tool for the effective 
analysis of such a phenomenon as price maintenance. When 
dissected by means of this tool the phenomenon appears, 
according to the tentative conclusions of economists who 
have made a special study of it, to be detrimental to the 
public interest as failing to maximize the volume of produc- 
tion or to distribute economic resources in the optimum 
manner. 


The amehdments made to The Succession Duty 
Succession Act of Ontario in March 1937 excluded from 
Duty-Free both the aggregate and the dutiable value of 
Annuities an estate any annuity, etc. contracted for by 

the deceased during his lifetime and payable 
after his death to his wife or certain specified dependent 
relatives “to the extent of $1,200 per annum in respect to 
any one person and to the extent of $2,400 per annum in 
the aggregate.” A number of problems arise in connection 
with the construction to be placed on the relevant section 
of the Act in regard to such matters as the “dependency” 
of a relative, the types of periodic payments entitled to 
exemption and the apportionment of the exemption where 
the total of the annuities exceeds the maximum of $2,400. 
These problems can of course be answered conclusively only 
by the courts, but meanwhile the Ontario Succession Duty 
Department, at the request of the Canadian Life Insur- 
ance Officers’ Association, has intimated the manner in 
which it views the questions raised. The correspondence 
between the Association and the Department together with 
explanatory comments by R. Leighton Foster, K:C. were 
published in the issue of “Canadian Insurance” for April 
26th last and seem to us to be of interest to a wide group 
of readers, 


For the benefit of our readers we publish 
Amendments in full this month the text of the amend- 
Of Income ments of the Income War Tax Act passed 
War Tax Act & few days prior to the prorogation of Par- 
liament on 1st July last. Of particular in- 
terest is the addition of subsection 32B which is devised 
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to prevent escape of tax through transactions reducing the 
liability to taxation. 

It is not difficult to think of instances in which these 
provisions can be applied. When the Bill embodying the 
amendments of the Act came before the House of Commons 
the explanatory note in respect of this subsection was: 
“A profit is derived from a sale. Without sale, in contem- 
plation of law, there can be no profit. Companies have 
inventories, the market price of which is much higher than 
the cost price. If the company, as a company, sold the in- 
ventory, it would create a corporate profit subject to 
corporate tax and on distribution by way of dividend or on 
winding up, the profit would be subject to tax in the 
hands of the recipient individuals. Companies are dis- 
tributing their inventories, particularly when they are in 
the form of stocks, bonds, or other like securities, the pres- 
ent value of which is much above their cost, without cor- 
porate sale but rateably in kind among their shareholders, 
or alternatively by selling to their shareholders at a price 
below the market price. Thus they seek to avoid the 
corporate tax and the individual tax indicated above. The 
amendment is to secure to the revenue the equivalent tax 
that would be secured if the corporation sold its inventory 
at market values, thereby converting the value into cash 
and therefrom declaring a dividend.” 

In its issue of 7th July The Northern Miner regards the 
provision in section 32B as aimed particularly at mining. 
“Occasionally,” it states, “companies which had vended raw 
claims to developing companies have seen these claims 
mount to great value and the shares which they have re- 
ceived for vending their property also rise on the public 
market.” The amendment then “establishes that shares of 
other companies distributed by a staking syndicate or ex- 
ploration company are subject to tax not only to the com- 
pany but to the recipient individual shareholder.” 
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BREWERY ACCOUNTS 


By W. L. Lucas, Chartered Accountant 
Edmonton, Alberta 


i PRESENTING the following system of accounts for a 
brewery it has been assumed that only one product, 
beer is manufactured. 

Before attempting to follow the accounting procedure it 
is necessary that a working knowledge of the process of 
manufacture be obtained. This may be briefly described as 
follows :— , 

A quantity of malt is mechanically mixed with water 
of a certain temperature in a large tank known as the “mash 
tub.” The mixing process converts the starchy matter in 
the malt into malt sugar, and the albuminous substances 
into soluble form. The extract thus produced is called 
“wort” and is the basis of beer. When the mixing is com- 
pleted the wort is transferred from the mash tub to the 
brew kettle, passing through a strainer in transit so that 
all solid matter may be removed. The solid matter re- 
maining in the mash tub, called “mash or wet grains” is 
either thrown out or sold for animal food. 

In the kettle, which is a large copper tank heated by 
steam, the wort is boiled and hops added to flavour. 
The boiling is continued until the flavour of the hops is 
thoroughly imparted to the extract. After boiling is com- 
pleted the product is run into a tank known as the “hop 
jack” where the hops are strained off and discarded. The 
liquid is then passed through a cooler into settling tanks 
where it is left to clarify. From the settling tanks the 
clear liquid is pumped into the fermenting cellar where 
yeast from fermented beer is added in order to start fer- 
mentation. On the completion of the fermentation process 
the beer is cooled to nearly freezing point and passes into 
storage tanks. The finished product is generally left in 
storage for at least three months to ripen and benefit grad- 
ually from slow after-fermentation. 

This completes the actual production of beer, although 
in order to market the product it must be put into either 
barrels or bottles. The bottling and racking of the beer 
are considered as further steps in the manufacture of the 
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finished product and their costs are part of the final cost 
of the product sold. 

For accounting purposes it is convenient to consider the 
brewery as being divided into the following operating de- 
partments: 

Brewing 

Racking Manufacturing Departments 
Bottling 

Selling 

Distribution 

Administration 

Brewing—The brewing department is charged with all 
materials used and expense incurred up to and including 
the transfer of the beer to the storage tanks. The expenses 
include among other items the department’s share of steam, 
power and refrigeration, taxes and insurance and light and 
water which are expenses common to several departments 
and require to be apportioned between them. The method 
of apportionment will be dealt with later. If any mash is 
sold the revenue obtained should be treated as a deduction 
from brewing cost. 

At the end of each month the brewing account is closed 
into Cellar Stock account. The ledger sheet for cellar stock 
is designed to show both quantities in barrels and cost. 
The basis used for recording quantities is a barrel contain- 
ing 25 gallons. 

When beer is transferred from the storage tanks to 
the racking or bottling departments the cellar stock is cred- 
ited with the cost of such beer. The balance remaining in the 
cellar stock account shows the quantity and cost of beer 
on hand in the storage tanks. The quantities should be 
checked monthly by measurement and the account adjusted 
from time to time. Transfers are priced at the average 
cost per barrel of beer in storage at the end of the month 
in which the transfer took place. It might be argued that 
the “first in, first out” method should be used but the aver- 
age cost is found to be quite satisfactory as well as being 
easier of application. In any case it is often necessary to con- 
solidate several brewings so that it would be next to im- 
possible to carry out the “first in, first out” method with any 
degree of accuracy. 
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Racking—The racking department is charged with the 
cost of beer transferred from storage and all expenses in- 
curred in filling the barrels including washing, upkeep and 
depreciation of barrels and the departmental share of ex- 
penses to be apportioned (see Brewing above). At the 
end of each month the racking account is closed into Draft 
Beer Stock account. This account is credited monthly, and 
“cost of draft beer sales” debited with the cost of draft 
beer sold which is determined by the average method men- 
tioned previously. 

The barrels containing beer sold, being returnable, 
should be charged to customers at standard rates and cred- 
ited upon return in order to have a permanent record of 
the location of such containers. The book entries required 
are as follows:— 

Accounts receivable Dr. 
To Barrels outstanding Cr. 
To record barrels delivered to customers 


Barrels outstanding Dr. 
To Accounts receivable Cr. 
To record barrels returned 
The customers’ ledger accounts are designed to show both 
the amount due for beer and for barrels. (See Form 1). 

Bottling—This department is likewise charged with the 
cost of beer transferred from storage, at average cost to 
date, and with all expenses incurred in the process of bot- 
tling such beer. The expenses will include apportioned ex- 
pense and the cost of wrappers, labels, corks, paste, cartons 
and cases, etc., used, but not the cost of bottles. A charge 
however must be made for the estimated shrinkage in bottle 
stock due to breakage. The monthly cost of manufacture 
is closed into Bottled Beer Stock account which is credited 
with the cost of beer sold in the same manner as in the 
Racking department. The balance in the stock account 
represents beer bottled but still unsold. 

It will be observed that the cost of bottles used does 
not enter into the cost of manufacturing bottled beer. 
Bottles are sold to the customer along with the contents. 
The price paid for the beer includes the cost of the bottle. 
A fixed price per dozen is set for pint and quart bottles, 
generally by arrangement between the breweries operating 
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in the territory. When the total bottled beer sales are 
determined at the end of each month the value of the bottles 
at the standard price is credited to bottle stock and the 
balance of the selling price credited to bottled beer sales. 
The brewery purchases empties in good condition at the 
same standard rates and these are charged direct to bottle 
stock. 

Selling—In the Province of Alberta all sales of beer are 
made through the Government Liquor Vendor. This being 
the case, there are few selling expenses to be provided for 
other than advertising, licenses, trade association fees, sales 
tax, telephones and bad debts. 

In provinces where sales are made directly to hotels, 
clubs and other vendors of beer, intense competition will 
generally be found to exist and each brewery will maintain 
a large sales staff. Under such conditions brewing com- 
panies sometimes either own and operate hotels, own and 
rent them, or lend money to established hotelkeepers for 
equipment and improvements. Such hotels, known as tied 
houses, provide a steady market for the product of the 
brewery. Great difficulty is often experienced in ar- 
riving at the value of such accounts and no hard and fast 
rule can be laid down to cover the situation as each case 
must be judged on its own merits. Losses sustained on 
such accounts are usually considered as a deduction from 
beer sales although they may be treated as a selling ex- 
pense. They cannot however be classed as bad debts as 
very often such advances are made to obtain volume of 
sales, well knowing that they will never be repaid except 
out of the sale of the product. 

In all cases where salesman are employed, their expense 
money, which is mainly spending money, should be care- 
fully scrutinized and passed upon by the manager. 

Discounts and allowances given are treated as deduc- 
tions from sales and not as selling expense. 

Distribution—This department is charged with all ex- 
pense incurred in the handling and shipping of the finished 
product. The items chargeable would be as follows:— 

Wages of truck drivers, helpers and shipping clerks 
Gas and oil 

Repairs to trucks and warehouse equipment 
Depreciation of trucks and warehouse equipment 
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Taxes and insurance (share of) 
Sundry supplies 

Freight on sales and returns 
Light and power (share of). 

Some breweries include coopers’ wages and repairs to 
cooperage as a distribution charge but it would seem better 
practice to charge such expenses to the cost of racking beer. 

Administration—Administration expenses include sal- 
aries of president, manager and secretary-treasurer, direc- 
tors’ fees, audit fee, interest, stationery, etc. 

This department should not be charged with any expense 
which is part of the cost of manufacture and sale of beer. 
The salaries of clerks engaged in keeping manufacturing 
accounts should be charged to the proper operating depart- 
ment. 

General Remarks 

Stock Records—Most breweries endeavour to keep an 
account of liquor wasted and consumed on the premises. 
Generally speaking no restriction is placed upon the con- 
sumption of beer in the brewery and the number of barrels 
in each brew is usually an estimate in round figures. This 
being the case such an account is more or less meaningless. 
Every brewery should, however, keep a stock record in 
order to make sure that beer wastage is not showing too 
high a percentage. Form 2 shows a daily stock record for 
this purpose. 

Expenses to be Apportioned—(a) Taxes—These should 
be estimated in advance and charged to departments month- 
ly on the basis of floor space occupied, or upon the estimated 
rental value of the space occupied. 

(b) Insurance — Premiums should be reduced to a 
monthly rate and charged to departments on the basis of 
asset value used. 

(c) Steam, Power and Refrigeration — A separate ac- 
count should be kept for all expenses in connection with 
steam, power and refrigeration. At the end of each month 
the account should be closed by charging the departments 
with their proportionate share. In some breweries a fixed 
percentage is used regardless of any variations in the 
amount of power, etc., used. This is not satisfactory and 
results in incorrect departmental costs. Where accurate 
measurements can be obtained by use of meters or other 
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devices, these should be used. If such figures are not avail- 
able the engineer in charge should prepare an estimate of 
the proportion each department should bear. 

(d) Light — Each department should be charged 
monthly with its share of light used. This can either be 
calculated from meter readings or by basing the charge 
on the candlepower of the lights in the department. 

(e) Water—The departmental apportionment of water 
used can be taken either from meter readings or from esti- 
mates made by the engineer. 

Books of Account—The accounting records are designed 
to provide the management with monthly operating state- 
ments. These statements show in detail the result of the 
month’s operations in each department and the resulting 
profit or loss of the business as a whole. Form 3 illustrates 
the monthly statement for the racking department, while 
Form 4 is the monthly profit and loss statement. In order 
to obtain the information necessary for the preparation of 
the statements as soon after the end of each month as pos- 
sible the books of account have been condensed and con- 
solidated. A combined cash book and journal is used (Form 
5) through which every transaction passes so that posting 
to the general ledger is done from one book only. Every 
transaction requires a voucher to which is attached, or 
upon which is written, the particulars giving rise to the 
entry. These vouchers should be initialled by a responsible 
official of the company as evidence of authenticity. The 
details of the amounts entered in the departmental columns 
are shown in the operating analysis ledger. In this book 
each department is allotted a sheet for each month of the 
year. At the end of the year the monthly totals are en- 
tered on a recapitulation sheet so as to arrive at the de- 
partmental cost for the year. Forms 6 and 7 show specimen 
sheets for the brewing and administration departments 
respectively. 

The general ledger contains only control accounts for 
the selling, distribution and administration departments. 
No controls are carried for brewing, racking or bottling as 
these departments are closed into stock accounts at the end 
of each month. To facilitate reference the general ledger 
is divided into the following sections :— 
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rere e Current 
Fixed 
Deferred 
B. TE ones Current 
Funded 
SB. ROOSTVGS 2... cece Depreciation 
Other 
4, Capital and surplus 
> ss rere Cost of liquor sold—draft 


Cost of liquor sold—bottled 
Sales draft beer 
Sales bottled beer 


ee Selling 


Distribution 
Administration 


The remaining books used are:— 

Accounts receivable or customers’ ledger 
Accounts payable ledger 

Loan ledger 

Payroll 

Sales record. 

The payroll and sales record are closed and transferred 
to the cash journal at the end of each month. The sub- 
sidiary ledgers, with the exception of the customers’ ledger 
which was dealt with previously, are in the ordinary form 
and require no comment. 

In conclusion it might be pointed out that, while the 
records mentioned above constitute all the books required 
for the accounting system, there are certain records which 
have to be kept for the Department of Excise. The most 
important of these are the Brewer’s Mash Book, containing 
details of brews and of beer racked, and the Brewer’s Stock 
Book which shows purchases and withdrawals of malt, hops, 
etc. 


(See Forms on pages 104 and 105) 
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Fors i CUSTOMERS' LEDGER 


NaM@.. ccccccscccccesceess AddreSB. ccsccsccccceccs 


| Date Invoice No.| Barrels Dr. | Barrels Cr.| Barrel Account || Beer Account _| 


1721 7a] 178 Ff 172] 1/4| 1/8 | 





Form 2 DAILY STOCK REPORT 


[Cellar | Draft Beer | Bottled Beer 
a fe aiff ig Ets bE ae. 

On hand 1 am. 

Goods made up 

Total 

Sold 

Consumed 

Defective 

pened 


Wages 

Supplies 

Refrigeration, Steam and Power 

Depreciation 

Taxes 

Insurance 

Repairs 

Sundry 

Cost for month carried dow 

Stock as per last report bbls. 
Stock from cellar bbls. 
Expense as above 

Cost per bbl. $ bbls. 
Less stock on hand bbls. 
Cost of sales to Profit and Loss bbls. 


PROFIT AND LOSS STATEMENT for month Of..ccccccccccccees 


Draft Beer sales less returns 
Bottled Beer sales less returns 
Total sales 


Less 

Cost of Draft Beer sold 
Cost of Bottled Beer sold 
Selling expense 
Distribution expense 
Administration expense 
Cost of sales 

Profit Loss for month 
Profit Loss to date 
Profit Loss last year 
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IMPROVEMENT IN FINANCIAL ACCOUNTS* 


The Problem of Uniformity 
By George O. May, F.C.A., New York 


~ my previous lecture, I undertook to discuss the ques- 

tion with which we are concerned mainly in its historical 
aspects. On this occasion, I propose to outline the problem 
as it exists today. In order to keep the discussion within 
reasonable limits, I am going to confine it mainly to the 
determination of income, which is now generally recognized 
as the most important single problem in the field of financial 
accounting. 

Fortunately, it will not be necessary for us to enter 
upon a consideration of the senses in which the word “in- 
come” is used in the world of economics. The income with 
which we are concerned is a practical business concept. 
Nevertheless, the term has never been defined in any precise 
way that has met with universal acceptance even in the 
business world. In England, for instance, the law and prac- 
tice definitely contemplate such a phenomenon as the grad- 
ual conversion of capital into income. There, the proceeds 
of mining before deduction for depletion, and the gross 
yield of an annuity, are income, while capital gains are 
not. With us, the opposite is true in each case. 

The question “when is income” offers even greater dif- 
ficulty than the question “what is income,” especially when 
we are concerned with the income of a modern business, 
which is a net product from a variety of transactions linked 
in continuous series. As I pointed out in the first lecture, 
also, an income account may be designed to show what 
income has been realized in a given period or what was the 
earning capacity of the business under the conditions ex- 
isting during the period—and is, more frequently, some- 
thing in the nature of a compromise between the two. In 
some cases, also, what is required to be determined is the 
income of the enterprise which is being carried on, while 
in others it is the income of the particular corporation 
which is carrying on that enterprise. For instance, the 
requirement recently sustained by the Supreme Court that 


*The second in a series of three lectures delivered on the A. Lowes 
Dickinson Foundation, Graduate School of Business Administration, 
Harvard University. The first in the series appeared in our July issue. 
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utilities shall record property on the basis of cost to the 
first owner employing it in the public service is based on 
the idea that it is the enterprise that is being regulated 
and that the rights of the public are not affected by any 
changes of ownership that may have occurred. A deprecia- 
tion charge based on such cost may be proper from the 
standpoint of regulation, but is clearly inadequate from the 
standpoint of a particular corporation which has acquired 
the property at a time when costs were materially higher 
than when the property was first put into service. 

At the threshold of any inquiry such as we are under- 
taking we encounter the question of uniformity, and it is 
one upon which there is much misconception. Because this 
is so, and because discussion of the question will throw 
light on the broad questions of accounting policy which are 
of importance to executives and investors as well as to 
accountants, I propose to devote this afternoon largely to 
its consideration. 

Uniformity in the treatment in operating accounts of 
routine transactions is undoubtedly of great value for a 
number of administrative purposes—such, for instance, as 
those served by the notable series of studies of compara- 
tive costs in a variety of industries which the Business 
School has undertaken. However, this uniformity relates 
largely to subdivisions of general classifications which are 
not subdivided at all in the financial statements with which 
we are concerned, and it hardly touches our problem except 
in relation, perhaps, to the two questions of depreciation 
and inventories. The complaints which are heard today 
of lack of uniformity in corporate accounts relate sometimes 
to the treatment of these two questions of depreciation 
and inventories, but more frequently are concerned either 
with charges and credits which cannot be allocated to the 
years to which they strictly apply because not then ascer- 
tained or ascertainable, or with charges and credits arising 
from changes in conditions or policies. 

It may be helpful at this stage to indicate some of the 
specific questions which are apt to arise. Among the more 
important are the following: 

(1) Shall the accounting in respect of fixed assets 
be historical in character and based on cost or shall it 
attempt in any way to reflect changes in value other than 
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those due to exhaustion of useful life? Subsidiary to this 
is the question—shall the charge for property exhaustion 
commonly spoken of as “depreciation” be based on orig- 
inal cost, the present replacement value, or probable re- 
placement cost of the property that is being exhausted? 

(2) On what basis shall inventories be stated—cost, 
cost or market whichever is lower, basic cost, normal cost, 
so-called standard cost, etc.? 

(3) How shall the premature termination of useful 
life be dealt with? 

(4) How shall corrections of estimates of charges or 
credits properly relating to the accounts of previous per- 
iods be dealt with? 

It will, I hope, be apparent to you that the questions 
here raised are of an entirely different character from those 
involved in preparing a uniform classification of operating 
expenses. As I shall show later, no invariable rules for 
their treatment are laid down in what are commonly called 
“uniform classifications,” such as those of the Interstate 
Commerce Commission. Failure to appreciate these facts 
is responsible for much unwarranted criticism of an alleged 
lack in industrial accounts of a uniformity which is sup- 
posed to be, but is not, attained in regulated fields of ac- 
tivity. By way of making my point perfectly clear, let me 
say that I believe that there is today a closer approach to 
uniformity in the published accounts of the large steel com- 
panies than in those of the large railroads, though the 
former are not and the latter are subject to a uniform 
classification. 

Varying Purposes and Varying Concepts 

The difficulty of attaining uniformity is largely due to 
two facts: one, that income accounts are designed to serve 
more than one purpose, and the other, that accounting for 
income is based on more than one concept. I have already 
discussed the first of these facts; and while the second fact 
is probably well known to you, it may not be amiss to dis- 
cuss briefly various bases commonly used for determining 
charges or credits to income. 

A. The most theoretically correct concept of the in- 
come account is that charges or credits to it accrue from 
day to day, and this concept is applied wherever it is prac- 
ticable to do so—as in the case of rent or interest. 
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B. In many more cases, however, its application is im- 
practicable, and the income charge or credit is deemed to 
arise at the moment when a transaction takes place—for 
instance, the profit on a sale is taken up when the sale is 
made, though obviously it is not the product of the moment 
of time when this occurs. 

C. In some cases, the purpose for which an expenditure 
is made controls the accounting treatment thereof, but there 
are obvious dangers in basing accounts too largely upon 
motivation, seeing that the motives of an executive or a 
group of executives are not always clearly defined. Busi- 
ness prudence, therefore, qualifies the application of this 
principle by insisting that due weight be given to the 
probability of the purpose being actually achieved. Thus, 
while it is customary to capitalize charges for machinery 
on the ground that the expenditure is intended to result, 
and may be reasonably expected to result, in benefits ex- 
tending over a period in the future, it is equally customary 
to write off to income expenditures for research, even 
though the research is undertaken with a view to benefits 
in the future—not in the year in which the expenditures 
are made. 

D. Again, expenditures are often made with more than 
one object. In some such cases, an apportionment of the 
charge in respect of the expenditure is made in the ac- 
counts; in many other cases, practical wisdom dictates 
that the whole expense shall be charged against income, 
though in principle some part might be charged to capital. 
Salaries of officials engaged partly in construction, though 
mainly in operating, and advertising of new products are 
cases in point. 

E. In some cases, credits or charges are known either 
to have arisen or to be accruing, but the amounts involved 
are not accurately or even approximately known, and in 
such cases provisional charges or credits are made with 
the intent that the necessary adjustments shall be effected 
when more accurate figures shall become available. Depre- 
ciation is an outstanding illustration under this head. 

Now, even in an income accounting designed for a single 
purpose, such as the determination of what amount is avail- 
able as a return on capital employed or what amount can 
properly be taxed, it is sufficiently difficult to lay down 
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uniform rules to govern and harmonize the application of 
these different concepts. When, however, the income ac- 
count is required to serve a variety of purposes, and par- 
ticularly when those purposes include any attempt to 
measure earning capacity as a step towards a determina- 
tion of capital value, uniformity becomes impossible if only 
for the simple reason that the relative importance as well 
as the character of the charge or credit involved must affect 
its proper treatment. 

The conclusion thus derived from a study of the nature 
of the problem is reinforced by experience. It may be in- 
structive to observe how far and in what way the specific 
questions which I have listed have been dealt with by the 
Bureau of Internal Revenue and in the regulations of a 
body such as the Interstate Commerce Commission. 

Complete Uniformity Undesirable and Unattainable 

The income tax law has long frankly recognized that 
complete uniformity of accounting is neither desirable nor 
attainable. You will recall that our first income tax was 
levied in 1913; and a provision which was written into the 
law of 1918 and which has remained substantially un- 
changed until the present time is very significant and im- 
portant. If you turn to Part IV of the present income tax 
law, which deals with accounting periods and methods of 
accounting, you will find that Section 41 lays down a general 
rule beginning as follows: 

“The net income shall be computed upon the basis 
of the taxpayers’ annual accounting period (fiscal year 
or calendar year, as the case may be) in accordance with 
the method of accounting regularly employed in keeping 
the books of such taxpayer; but if no such method of 
accounting has been so employed, or if the method em- 
ployed does not clearly reflect the income, the computa- 
tion shall be made in accordance with such method as in 
the opinion of the Commissioner does clearly reflect the 
income.” 

It is true that the Bureau of Internal Revenue has estab- 
lished uniform rules to govern certain classes of transac- 
tions, but it is also true that in other cases it has specifically 
allowed optional procedures. 

Both the Bureau of Internal Revenue and the Inter- 
state Commerce Commission have dealt with the question 
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of fixed assets (which was the first of those which I have 
listed) on the basis of historical cost, and it is difficult to 
see how any other method could as a practical matter be 
successfully employed. I think all accountants will agree 
that, in general, this method must be followed, though it 
must be realized that it involves the definite abandonment 
of the notion that a balance sheet will, in respect of such 
assets, reflect current values, and I am afraid there are 
today a great many people who not only think that a bal- 
ance sheet ought to reflect the current value of all assets 
but assume that it does so. I can only trust that you are 
not among that number. 

Even if the historical basis is followed in general, cases 
arise in which the disparity between cost and present or 
prospective value becomes so marked as to demand a re- 
consideration of the question. Take, for instance, the case 
of a corporation which during the war, or in the immediate 
post-war boom, has bought a steamship for $5,000,000. It 
has been charging off depreciation at the rate of $250,000 
a year. Five years later an equally or perhaps even more 
efficient vessel can be bought for $2,000,000, and the cor- 
poration’s vessel is able to earn a return which, while it 
would provide for depreciation and some profit on an in- 
vestment of $2,000,000, will not even provide for deprecia- 
tion on a cost of $5,000,000. From a practical standpoint, 
what has happened is that the corporation has suffered a 
capital shrinkage and now has a reduced income. If the 
corporation has no debts, is there any public interest which 
requires that it shall painfully restore the shrinkage of 
capital over a period of fifteen or twenty years without 
making any distribution to its stockholders in the mean- 
time? It could, of course, reorganize into a new corpora- 
tion with a reduced capital and thereafter base its charge 
for depreciation upon the present replacement value of the 
ship. This, however, would entail very considerable ex- 
pense, and is there any reason of public policy why the un- 
fortunate stockholders should be put to this expense for 
a purely formal purpose? 

The correspondence which grew out of the report of 
the American Institute of Accountants to the New York 
Stock Exchange, to which I have referred, seems to in- 
dicate a very general feeling among accountants and 
corporate officers that this expensive procedure was un- 
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necessary. The Institute’s committee suggested and the 
Exchange endorsed the following rule: 

“Capital surplus, however created, should not be used 
to relieve the income account of the current or future 
years of charges which would otherwise fall to be made 
thereagainst. This rule might be subject to the excep- 
tion that where, upon reorganization, a reorganized com- 
pany would be relieved of charges which would require 
to be made against income if the existing corporation 
were continued, it might be regarded as permissible to 
accomplish the same result without reorganization pro- 
vided the facts were as fully revealed to and the action 
as formally approved by the shareholders as in reorgan- 
ization.” 

It should be noted, however, that a corporation avail- 
ing itself of this rule must accept the logical consequences, 
one of which is that it cannot, after such a readjustment 
of property values, have an earned surplus any more than 
a newly created corporation could have one. I have never 
been able to feel any sympathy with those who have sought 
to get the benefit of reduced depreciation charges, as if 
the corporation were a new one, and also to retain an 
earned surplus on the ground that, actually, it is still the 
old one. I should add that such readjustments should not 
be lightly undertaken and that I am wholly opposed to 
the idea of writing property accounts up and down at fre- 
quent intervals as costs of replacement fluctuate. 


Depreciation 

Turning to the much discussed question of depreciation, 
nothing could indicate more clearly the difficulty of the 
questions that arise in laying down rules for the treatment 
of depreciation than reference to the history of the Inter- 
state Commerce Commission’s relation to the subject. A 
mere recital of dates in the history of the Commission 
is in itself instructive: 

Created, 1887—which, incidentally, is the year in which 
the first accounting body (the American Association 
of Accountants) was organized; 

Prescribed first classification of accounts, 1907; 

Introduced the principle of depreciation (in relation to 
equipment only), 1914; 
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Authorized and directed by Congress to deal with the 
whole question comprehensively, 1920; 
Initiated a study of and hearings upon the subject, 1924; 
Handed down decision, 1926; 
Decided to reconsider, 1929; 
Handed down new and different decision, 1931; 
Suspended effectiveness of new regulations, 1932; 
Suspension still in effect. 
To make the story complete, it should be added that the 
Supreme Court has indicated disagreement with the prin- 
ciples proposed by the Commission. 

This recital of dates is not intended to imply criticism 
of the Commission. The difficulties of the question are 
enormous, as you will perceive if you undertake to read 
the proceedings before the Commission or even its decisions. 
I do not propose to consider the question further. If you 
are interested in my views you will find some discussion 
of them in a collection of papers and articles which I have 
written. 

The income tax law has for many years allowed as a 
deduction from gross income in determining taxable in- 
come “a reasonable allowance for the exhaustion, wear and 
tear of property used in the trade or business, including 
a reasonable allowance for obsolescence.” The present 
regulations lay down no rigid rule but provide that: “The 
capital sum to be recovered shall be charged off over the 
useful life of the property, either in equal annual install- 
ments or in accordance with any other recognized trade 
practice, such as an apportionment of the capital sum over 
units of production.” 

In point of fact, industrial practice in the matter of 
depreciation approaches much more nearly to uniformity 
and is, incidentally, much more conservative than railroad 
or public utility practice. Straight-line depreciation charges 
are practically universal in the accounting of the larger 
industrial companies and the differences in rates used in 
respect of similar properties are much narrower than in 
the regulated fields mentioned. 


Inventories 


Our second problem was the carrying figure for inven- 
tories. We can get no light on this question from the 
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regulations of the Interstate Commerce Commission, for 
the companies subject to its jurisdiction have practically 
no stocks of goods for sale and their inventories consist 
substantially of supplies which can properly be valued at 
cost, subject to a deduction for obsolescence, since no ques- 
tion of salability arises. I am glad, however, of an oppor- 
tunity to cite a regulation of the Bureau of Internal Revenue 
on the subject which has remained substantially unchanged 
since 1918, which, I think, shows the Bureau at its best, 
and which has a very direct bearing on the problem we are 
now discussing. It reads: 

“In order clearly to reflect income, the inventory 
practice of a taxpayer should be consistent from year to 
year, and greater weight is to be given to consistency 
than to any particular method of inventorying or basis 
of valuation so long as the method or basis used is sub- 
stantially in accord with these regulations.” 

In industrial practice today, the statement of inventories 
at cost or market, whichever is lower, is, I believe, by far 
the most generally accepted rule. Its merit lies obviously 
not in its logic but in its conservatism; and even though 
its acceptability for balance sheet purposes may be con- 
ceded, questions may fairly be raised as to how the differ- 
ence between cost and market should be dealt with for the 
purposes of the income account. This is, I think, a case 
in which further study and development of practice is 
clearly called for and in which it would be most unwise to 
crystallize too hastily the existing practice through uniform 
regulations. In the interests of candour, I should perhaps 
add that there is considerable variety in the way in which 
the principle of “cost or market whichever is lower” is 
actually applied, and that the degree of uniformity now 
attained is therefore by no means as great as those un- 
familiar with the actual workings of the system might 
suppose. 


Premature Retirement 
Our third group of difficult cases comprises those arising 
from premature termination of useful life. The common 
case is that of property which becomes obsolete substan- 
tially before the end of the period over which its cost is 
being written off under a depreciation scheme. It may not 
be amiss, however, to point out that similar problems may 
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arise in respect of liabilities—indeed, the fall of interest 
rates has created many such cases. A bond issue, made 
on a basis that seemed at the time advantageous, is now 
burdensome. It is replaced by a more economical issue. 
How shall the unamortized discount on the old issue be 
treated? 

Very little consideration of this general class of ques- 
tions is necessary to bring home the realization of the 
difficulty of accounting problems and the impossibility of 
laying down fixed rules. I have referred to two concepts 
employed in determining income—one, of a completed trans- 
action, and the other, of a continuous accrual, the two being 
illustrated by the completion of a sale and the accruing of 
interest. The premature termination of useful life does 
not fall into either of these categories. When a life ceases 
to be useful is, at best, a difficult question of judgment. 
We can beg the question by doing nothing until the termina- 
tion of usefulness is evidenced by action such as the dis- 
carding or sale of the property. Even then, the loss that 
has not been provided for by depreciation charges remains 
to be dealt with. Obviously, it is, properly speaking, a 
charge against the income over the years of the useful life 
which has now come to an end. Since the accounts of 
those years are closed and done with, the loss must be dealt 
with in some other way; and the question arises, shall its 
character as a charge against income control, and the loss 
be charged against income account even though it is in 
the wrong year, or shall its relationship to the past deter- 
mine the treatment, and the loss be charged against the 
accumulated undistributed income? 

It does not seem to me that it is possible to lay down 
any rule to be universally applied. In the case of a busi- 
ness employing a large number of property units, where 
such occurrences may be frequent, it may well be that the 
most appropriate disposition of the charge is to make it 
against current income. Where the unit retired is a rel- 
atively large proportion of the total investment, such a 
charge would obviously result in a distorted income account. 

Under the Interstate Commerce Commission’s classifica- 
tion, the normal procedure is to charge such losses against 
operating expense as the property is replaced, or against 
profit and loss if it is not replaced—a difference the logic 
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of which is not very clear; but in either case, alternative 
forms of treatment, such as charging the loss against fu- 
ture income, are permitted where such a treatment would 
create a deficit or a distorted income account. 

For income tax purposes, such losses are a charge 
against the year in which premature retirement takes place. 
This, of course, is logical, since the taxing authority takes 
annually its full share of the income of each year, as 
determined under its rules, and leaves in respect of its 
share of the income nothing corresponding to the undistrib- 
uted profits which are left by stockholders to provide for 
just such contingencies as we are discussing. This fact 
is sometimes overlooked by persons who regard as obviously 
vicious any treatment of a loss or expense in the annual 
accounts of the corporation which is different from the 
treatment given to it in the corporation’s income tax return. 


Corrections of Estimates 

The problem of dealing with corrections of estimates 
and of treatment of items relating to the past which are 
either not discovered or not determined until later, is of 
the same general character as that we have just considered. 
Some would urge that ordinarily they should be charged 
against accumulated undistributed income and not against 
the income account of the year, on the ground that they 
have nothing to do with the operations of the year. A 
grave objection to this procedure is that it offers a constant 
temptation to any executive who desires to produce a 
favourable income account to ignore or forget items of 
charge which, though not yet definitely ascertained, are 
likely to arise in respect of the operations of the year with 
which he is concerned. If he can improve his current in- 
come account only at the expense of the income account 
of a future year, he is much less likely to yield to the 
temptation. For this reason, and because the objective of 
bringing into each year all the items which strictly relate 
to its operation seems to me to be praiseworthy but un- 
attainable, I am inclined to the alternative view that nor- 
mally such items should be reflected in the income account 
of the year in which they are discovered. I think the wise 
course, since absolute accuracy is unattainable, is for man- 
agements consciously to err somewhat (but not unduly) on 
the side of conservatism; and it will aways be an encour- 
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agement to them to do so, if they know that the benefit 
of any excess of caution will be reflected in the income 
account of a later year. 

There are bound sometimes to be cases in which such 
a charge against the income of a particular year would 
grossly distort it. Therefore, any scheme of accounting 
must permit of some alternative treatment. The rules of 
the Interstate Commerce Commission do so. The income 
tax regulations throw little light on the question because 
to the Bureau, as I have indicated, the distinction between 
charges against accumulated income and charges against 
current income has no significance. 


Some Latitude Inevitable 


You will see that in respect of the four types of ques- 
tions we have considered there is no absolute uniformity 
even under a classification such as that of the Interstate 
Commerce Commission, and that both that body and the 
Bureau of Internal Revenue allow alternative methods of 
treatment in certain cases. It would be easy to cite other 
illustrations of optional methods under the regulations of 
these bodies, but I hope that what I have already said is 
sufficient to demonstrate that both reason and experience 
indicate the unwisdom of any attempt to enforce rigid uni- 
formity in accounting. Obviously, where there is no para- 
mount public interest involved and accounts are required 
for a variety of purposes, the case for latitude is far 
stronger. Routine transactions offer no difficulty, but trans- 
actions which are out of the ordinary will often require 
exceptional treatment. If each corporation is to determine 
for itself when the ordinary practice is to be varied, then 
uniformity becomes illusory. A demand for uniformity 
therefore implies a demand for an external authority to 
determine when and what variations from standard pro- 
cedure shall be permitted. 

Any system which provides for such uniformity, so en- 
forced, seems to me to tend to put an end to progress and 
to exalt form at the expense of substance. In the case of 
corporations engaged in rendering service under a scheme 
of regulation, the problems are much less complex than 
in the industrial world. This consideration, together with 
the paramount public interest, may justify the creation 
of such a uniform system in relation to these corporations, 
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although the undesirable consequences which flow from 
existing regulation should not be ignored. Among these 
consequences are the creation in the minds of the public 
of a belief in a degree of uniformity and comparability 
between the accounts of the different corporations subject 
to the same regulation which is not, and cannot be, war- 
ranted by the facts; and the steady tendency towards less 
conservative practice which results from the fact that 
authority cannot insist on conservatism, but only on min- 
imum standards. 

At this point, two extracts from the annual report of 
the Interstate Commerce Commission for 1934 (which were 
brought into juxtaposition in an editorial comment in the 
Journal of Accountancy for December, 1935) are pertinent. 
They seem to call for no comment except that where the 
expression “pre-depression” is used, the word “inadequate” 
would have been equally appropriate; and that the term 
“profit and loss” as used in railroad accounts means surplus: 

“As has been stated in previous reports, this bureau 
was created to enable us effectively to regulate, and by 
periodical field investigations, supervise and police the 
accounts of carriers subject to the act in order that uni- 
formity in accounting, as an essential regulatory require- 
ment as well as a factor otherwise in the interest of the 

public, could be assured.” (p. 35). 

* Ba * oa 

“Although depreciation charges continue on a pre- 
depression basis, we have permitted extensive retire- 
ments during 1933 and 1934 to be charged to profit and 
loss instead of to operating expenses, and also, some re- 
pairs, carried out with the aid of Public Works Adminis- 
tration loans, have been with our permission, in part 
charged to profit and loss instead of to operating ex- 
penses. Beginning with 1935 depreciation of equipment 
will be charged to operating expenses on a standardized 

basis.” (p. 2). 

Admittedly, any current determination of corporate in- 
come for a year, or shorter period, is at best an approxima- 
tion; but the further question—an approximation to what? 
—would be answered somewhat differently by different 
classes of persons, such as executives, investors, stock 
speculators, financial statisticians or investment counsel- 
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ors, bank creditors or bondholders, economists, accounting 
theorists, etc. As is so clearly recognized by Professor 
Bonbright in the passage which I quoted in my first lecture, 
no account will serve equally well the purposes of each of 
these classes, so that the practical question to be faced is 
how far the form is to be determined by their respective 
needs or desires. The accounting theorist would probably 
urge uniformity of treatment and suggest that, if for any 
particular purpose an exceptional transaction may call for 
special treatment, the party interested should make his own 
adjustment if he deems it worth while. This, however, 
seems to me an extremely theoretical solution of what is 
an intensely practical question. 

It is apparent, first, that the interest of some groups 
is more direct and substantial than that of others, and, 
secondly, that some groups are better able than others 
to adjust accounts to fit their own requirements. In general, 
the individual stockholder has the most direct interest and 
is least qualified to make adjustments, and I feel strongly 
that he is entitled to the benefit of the judgment of the 
executive and the auditor on the question how, in all the 
circumstances, the special situation should be dealt with. 
True, the judgment of the executive may not always be 
entirely objective, nor the auditor always as independent 
in fact as in theory; but these are merely phases of the 
risks which the investor must always run when he entrusts 
his investment to a management or relies upon an audit. 
If the special treatment is fully disclosed, those who think 
the risk of dishonesty in the judgment outweighs the ad- 
vantage of fuller knowledge in its formation, and prefer to 
adhere to immutable rules, may be left to make necessary 
adjustments for themselves. 


Disclosure Helpful But Not All-Sufficient 


In saying this, I do not wish to be understood as accept- 
ing the view that disclosure is all-sufficient and that no 
criticism can justly be made where the facts are disclosed, 
even though the form of disclosure is unsatisfactory. On 
the contrary, I believe not only that investors are entitled 
to an honest judgment by the executives upon both form 
and substance, but that they are also entitled to demand 
that auditors shall use their influence to make effective the 
views which they honestly hold on either point and shall 
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be frank and explicit in expressing any material dissent 
from the form or content of an income account prepared by 
the executives. 

I am convinced that under existing law investors have 
less to fear in the matter of financial accounts from dis- 
honest managements or complaisant auditors than from 
efforts to create a system of rigid rules, departure from 
which would be permissible only upon the approval of an 
external authority having no interest in nor any respon- 
sibility to the investor and quite unlikely to be permanently 
free from influences affecting its rulings which would have 
their foundations elsewhere than in the theory and practice 
of accounting. 





The third and concluding one in this series of lectures by Mr. 
May will be published in the September issue. 
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PROGRESS IN ACCOUNTING* 


by Austin H. Carr, Chartered Accountant, 
Toronto 


Mr. Chairman and Members: 

At most conventions which I have attended the pro- 
gramme is such that between 10 a.m. and 5 p.m. there 
comes a heavy load of addresses. This has always been 
somewhat of a strain; but in the brief period that I have 
come in contact with your Association I have learned a 
valuable lesson. A breakfast meeting of this sort shows 
how wide awake this body of electrical engineers is in its 
endeavour to distribute the load. My current hope is that 
you may receive what I have to say with the same resig- 
nation as you accept a variety of breakiast foods, the daily 
reports of scientific progress, the overnight news of our 
governments, the ups and downs of the financial markets, 
and the record of our baseball team in the National series. 

It has been duly hinted to me, first, that at this early 
hour you do not want any technical matters in accounting 
dealt with but prefer to hear about some of the influences 
affecting the progress of accounting up to the present; 
and second, that I should tell it in as short a time as pos- 
sible. So gentlemen, I do not want to interfere with the 
digestion of your first meal of today, and I shall promise 
to cease speaking within my allotted time. 

The sciences of medicine and jurisprudence have been 
in the forefront for many, many centuries. Accounting 
as we have it today is of comparatively recent development, 
but its origins go far back into antiquity. You doubtless 
already know something about the early history of ac- 
counting; I shall not, then, go into the details. Suffice it 
to say that every method, or device, or system for record- 
ing what has taken place at any particular time arose 
through the necessity of keeping a record thereof. The 
electric meter and the water meter placed in my basement 
have come because of that need. The history and the 
records of ancient civilizations indicate that for centuries 
barter and traffic had existed between nations and peoples; 





*A paper read 6th July 1938 by the Secretary-Treasurer of The 
Dominion Association of Chartered Accountants at a meeting of the 
Association of Municipal Electrical Utilities held at Bigwin Inn, 
Muskoka, Ontario. 
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it is not difficult for us to realize that barter even in its 
primitive form necessitated some system of accounts. 

It was in the days of the great trade activity of the 
Italian City States five or six hundred years ago that ac- 
counting first attained the dignity of a science. With their 
control of the Mediterranean and the commerce of the then 
known world, such cities as Genoa, Florence and Venice 
had their counting houses staffed with men who not only 
kept with accuracy the records of business transactions, 
but who, in the spirit of inquiry of that day, were on the 
alert to discover a simpler and more exact system of record- 
ing these transactions. A number of textbooks on com- 
mercial subjects were published in Florence during the 
14th century when this city was a leader in banking opera- 
tions throughout Europe. While the first known treatise 
on the subject of double-entry bookkeeping was published 
in the 15th century in Venice, discoveries now prove beyond 
doubt that the double-entry ledger was in use in Genoa 
as early as the year 1340. Without such an advanced 
system of keeping accounts for recording the results of 
their vast commercial transactions, it is acknowledged that 
the banks of Florence could not have conducted their ex- 
tensive operations of the following century. 

Accounting in Great Britain 

It is to Great Britain, however, that we must turn for 
the record of the greatest advances made in accountancy 
theory and practice, and it is to the accountants of Scotland 
and England that we are indebted for the system of ac- 
counting on this continent. The progress in those coun- 
tries, then, should have deep interest for us. Yet I shall 
not enter into details. Let us only note that the earliest 
system of accounts was the English Exchequer established 
about eight centuries ago. The system was based on the 
Domesday Book which was a record of all taxable estates 
in the kingdom and from which the treasurer’s Great Roll 
or Pipe Roll was written up. To each sheriff was entrusted 
the collection of the taxes in his district. He made his 
returns twice yearly, receiving at the first accounting half 
a tally stick having notches representing the amounts 
turned in to the treasurer, the latter official retaining the 
other half. At the final accounting the sheriff turned in 
his tally as evidence of payment made. It was then com- 
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pared with the one in the treasurer’s keeping to see that 
no alterations had been attempted. 

The people of Scotland to this day are noted for their 
expert knowledge of accounting. In the early days they 
had devised a system of recording the receipts and dis- 
bursements of the Royal revenues and instituted a regular 
audit of the accounts. We are told that the use of the 
tally was never adopted in Scotland and that, when in the 
process of Anglicization of the administrative system of 
that country a cargo of birch fagots arrived in Edinburgh 
for use as tallies in the Exchequer, the citizens ridiculed 
the idea and made a bonfire of the cargo. 

The devising of a good system of accounts for the fin- 
ances of the realm had important influences then as it has 
today. Inefficient methods of collection had heretofore re- 
sulted in only a fraction of the revenue ever reaching the 
taxing authority. Necessity was as’ usual the mother of 
invention, and the improved system of accounting served 
to remove temptation from those charged with the col- 
lection of the royal revenues. Besides, when the officials 
of the Exchequer came into touch with the episcopal clerks 
throughout the realm, a knowledge concerning account 
keeping was thereby diffused. It might be expected, then, 
that it would be only a matter of time before a proper mode 
of keeping accounts was adopted by corporations and in- 
dividuals for their own private affairs. 

The Trading Companies 

A great impetus to the development of the science of 
accounting followed upon England’s interest in commercial 
and in colonial expansion — two closely connected move- 
ments. For hundreds of years Englishmen had traded 
abroad, but it was during the 16th and 17th centuries that 
many great trading companies were formed. For instance, 
in the year 1600 the East India Company received its 
charter and in 1670 the Hudson’s Bay Company. The need 
for accurate account keeping followed on the operations 
of these joint-stock companies. Like many others of these 
trading companies, the East India Company in the first 
decade of its history obtained subscriptions for each voyage 
to the East. Part of this money was invested in merchan- 
dise, part was used to fit out the expedition and part was 
retained in the form of cash. After the voyage was over 
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the proceeds thereof, and sometimes part of the mer- 
chandise itself, were divided among the adventurers in 
proportion to their subscriptions. Four years ago through 
the kindness of the Governor of the Hudson’s Bay Company 
I received the page of the stock ledger recording the sub- 
scription of £370 of Prince Rupert to the capital stock of 
the company in 1667, three years before the company re- 
ceived its charter. The page is an interesting record and 
was reproduced in the May 1934 issue of THE CANADIAN 
CHARTERED ACCOUNTANT. 
Some Influences Towards Progress 

Let me survey briefly a few of the factors and events 
which have contributed in a considerable degree to the 
progress of accounting in more recent times. 

Urge to Account Keeping—If you should discuss the 
public practice of accountancy with some of the older mem- 
bers of our profession you would learn that a large part of 
the work of the public accountant forty, fifty and sixty 
years ago had to do with insolvent estates. The main 
reason for that condition was that the number of people 
who kept books and who made up a balance sheet were 
certainly in the minority. Only when things began to look 
bad for the trader was an expert accountant brought in 
to ascertain how matters stood. Today bankruptcy has a 
relatively small place in the practice of the professional 
accountant. Firms are now more concerned with methods 
for ascertaining the condition of their business and keep- 
ing it in health than in attending its obsequies. Today 
the accountant is engaged in feeling its pulse and reporting 
periodically upon its condition to the increasing number of 
persons interested in it. This new attitude had a revolu- 
tionary effect on the keeping of accounts, and it encouraged 
the development of an accounting system best adapted to 
the particular business or industry. 

But there are many other causes for this change. One 
is the rise of the limited liability company, or the joint 
stock company as it is commonly known in Great Britain. 
Enterprises which because of their magnitude could not be 
financed by an individual or a few partners sought the 
resources of others for their ventures and thus called to 
their aid the funds of thousands of small investors. These 
innumerable so-called partners were naturally interested in 
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knowing the result of their investment; the urgency of 
account keeping and the publication of financial statements 
is consequently apparent. 

Another reason is that because of the size of modern 
businesses either by natural growth or amalgamation, and 
because of the necessity of providing means to keep com- 
pany officials informed from day to day on matters which 
it is impossible for them to watch in detail, an effective 
system of accounting record has had to be in use. 

A third reason is the introduction of the State as a 
party interested in the correct ascertainment of taxable 
profits, and the interest of the taxpayer in being assured 
that he is not taxed on profits which he has not made. I 
think I am safe in saying that above every other cause 
this has accelerated the introduction of accurate account 
keeping and has encouraged the reaching of definite con- 
clusions on the method of dealing with almost every type 
of business transaction. The evidence is clear that marked 
progress has come in the field of accounting theory because 
of the differentiation that has had to be made between 
income and capital profits and losses. 

As an illustration of the problems arising daily which 
demand the consideration and application of accounting 
theories, let us think of what constitutes the dividend of 
a metal mining company in its relation to the income tax. 
The mine is what is known as a wasting asset. At the end 
of its useful life no asset will remain and the investment 
of the shareholders in this particular mine will therefore 
be nil. Consequently in every dividend paid by the com- 
pany, the shareholder receives a portion of his capital re- 
turned to him in addition to the income on his investment. 
In the administration of the income tax, due consideration 
is given to that theory with the result that a percentage 
of mining dividends is exempt from tax. 

I may also add that the numerous firms of every kind 
and description in Canada, that before 1917 (the year in 
which the Income War Tax Act was first passed) had been 
apathetic or neglectful in installing a proper system of ac- 
counting for their business, soon found that with the in- 
troduction of this Act their days of grace in this respect 
were cut short. The keeping of accounts by trading and 
other concerns became an obligation. 
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Another reason that will also occur to you is the neces- 
sity of producing some authentic figures in support of ap- 
plications for the granting or the continuance of bank ac- 
commodation. It must be apparent to all that every one 
of these four circumstances has been a contributing factor 
to the evolution of more effective methods of account 
keeping. ’ 

Adoption of Fiscal Period 


There is another influence that has had a wide reaching 
effect on the progress of accounting. I refer to the adoption 
of the annual fiscal period. 

The use of a set period of time for the reckoning of 
profits has given rise to all sorts of problems which demand 
definite treatment in the accounts, and as an illustration 
of one of these I direct your attention to the depreciation 
of capital assets. 

Depreciation—Because of its derivation from the Latin 
word meaning “price,” the term depreciation in accounting 
is frequently misunderstood. If one will visualize the com- 
mercial venture of English colonial days, to which we have 
just referred, a simple illustration is afforded of its ap- 
plication. For such a venture there was a stock of salable 
goods; supplies and necessaries for the voyage had to be 
provided, and a sailing craft purchased. With the merchan- 
dise sold and the voyage over, the excess provisions, if any, 
were disposed of, the craft was sold, and the net proceeds 
of the venture distributed. The difference between the cost 
of the craft and its selling price as scrap represented de- 
preciation, and was just as much a part of the cost of the 
venture as were the merchandise and the provisions. 

The cause of many mistaken ideas about depreciation 
can undoubtedly be laid at the door of the present-day 
system of fiscal periods. Though the trading transaction 
just mentioned may have extended over one, two or more 
years, no division of time was considered necessary in the 
determination of profits. And it is safe to say that because 
of the modest extent of their dealings, the individual trader 
and the partnership of years ago seldom concerned them- 
selves with an annual “check-up” of their business. The 
advent of the modern complex industrial system, however, 
brought a change. The introduction of a fixed accounting 
period followed as a natural consequence of the rise and 
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rapid growth of the incorporated company. With the in- 
crease in numbers of small investors during the past cen- 
tury and the widespread holding of industrial securities, 
the call of shareholders for periodic dividends not only made 
account keeping important as we already noted, but also 
made necessary some regular time for “stock-taking,” and 
this encouraged the use of a definite period of trading, or 
what we have come to call the fiscal year. 

The term depreciation as employed commercially is as- 
sociated with the fixed or capital assets of a business. To- 
day a concern makes expenditures in one fiscal period with 
the definite purpose of producing profits in future periods. 
How should such outlays be dealt with in its accounts? 
That is the central problem of financial accounting; it has 
forced upon industry a study of the proper allocation of 
these expenditures to the periods concerned, and a scien- 
tific treatment of the depreciation of the fixed or working 
assets. 

As the function of fixed assets is to produce income, 
you are of course aware that such assets are to be recorded 
on the books at cost. No useful purpose would be served 
by attempting to determine their value or selling price, 
inasmuch as any valuation at best is only a guess, one 
valuer’s estimate being as good as another’s though both 
may be widely different. 

You as engineers appreciate that another problem close- 
ly associated with depreciation, and which looms up in a 
threatening manner as far as accounting is concerned, is 
the possibility of obsolescence or the premature termina- 
tion of the useful life of a fixed asset. It is obvious that 
the loss occasioned thereby is properly a charge against in- 
come over the years of the useful life which has come to 
an end. But the plant or equipment has become obsolete; 
the accounts for previous years are closed. What is to be 
done about the asset figure yet to be written off? It is the 
emergence of such problems that compels accountants to 
adopt some consistent treatment of them in accounting. 

Inventories—Another problem which arises through the 
adoption of an annual fiscal period is the figure to be set 
on the merchant’s stock of goods unsold at the end of the 
year. The valuation placed on the inventory has so great 
an effect on the determination of profits that consistency 
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of treatment is an evident necessity and is, in fact, a re- 
quirement of the taxing authorities. 

If all commercial transactions could be completed and 
wound up within a fiscal period the term “inventory” would 
become an obsolete one so far as stock in trade is con- 
cerned; but such a situation cannot be imagined. Even if 
a stationary price level were always in effect, many of the 
difficulties connected with annual stock-taking would van- 
ish. But we have our business cycles—a boom period with 
its rising prices, to be followed by a period of depression 
and deflation, in which are wiped out the fictitious profits 
that arose through a gradual rise in the valuation placed 
on inventories during the former period. 

“In industrial practice today,” a leading chartered ac- 
countant stated recently, “the statement of inventories at 
cost or market, whichever is lower, is, I believe, by far the 
most generally accepted rule. Its merit lies obviously not 
in its logic but in its conservatism; and even though its 
acceptability for balance sheet purposes may be conceded, 
questions may fairly be raised as to how the difference be- 
tween cost and market should be dealt with for the purposes 
of the income account. This is, I think, a case in which 
further study and development of practice is clearly called 
for and in which it would be most unwise to crystallize 
too hastily the existing practice through uniform regula- 
tions. In the interests of candor, I should perhaps add that 
there is considerable variety in the way in which the prin- 
ciple of ‘cost or market whichever is lower’ is actually 
applied, and that the degree of uniformity now attained is 
therefore by no means as great as those unfamiliar with 
the actual workings of the system might suppose.” 

Accounting Machines 

As one aspect in the progress of the mechanics of ac- 
counting, let me before I close say a word on the use of 
accounting machines. The old order of things is contin- 
ually changing, and the laborious methods of keeping ac- 
counting records by hand have given way to mechanical 
appliances. The despatch with which modern business is 
transacted, the importance of recording costs quickly and 
accurately in industrial plants, the need for statistical 
records to afford information to executive heads—these 
and many other causes which occur to you have accelerated 


128 





i 
F 
! 





- 





INCOME WAR TAX DECISION 


the adoption of mechanical bookkeeping and accounting 
machines, and these appliances at present have reached 
a high standard of perfection and utility. That change, 
however, has to do with the mechanics of accounting, not 
with the principles and theories of accounting to which I 
have directed your attention very briefly this morning. 


INCOME WAR TAX ACT DECISION 
The Riedle Brewery Case 


Following is the text, in part, of the reasons for judg- 
ment of Mr. Justice Maclean in the case of Riedle Brewery 
Limited v. The Minister of National Revenue. Judgment was 
rendered on 12th April last. 

This is an appeal from a decision of the Minister of 
National Revenue disallowing as a deduction the sum of 
$4,206.40 claimed by the appellant, in respect of its income 
tax assessment, for the fiscal year ended October 31, 1933. 
The appeal, I understand, is in the nature of a test case. 

The appellant is an incorporated company, with its head 
office at Winnipeg in the Province of Manitoba, and carries 
on the business of brewing and selling beer in that Prov- 
ince. During the taxation period in question practically 
all the shares of the appellant company were owned by 
Mr. A. W. Riedle, probably the founder of the business, 
but he is now deceased. Similarly, Riedle controlled eleven 
other corporations each of which was the owner of a hotel 
in the Province of Manitoba, and which hotels were licensed, 
under the laws of Manitoba, to sell beer by retail. The 
relations between the appellant and the hotel corporations 
were quite intimate, and to some extent at least the opera- 
tions of the latter were directed by the appellant. I was 
led to understand that other Manitoba brewers owned or 
controlled hotels licensed to sell beer. 

The purpose and intent of the Government Liquor Con- 
trol Act of Manitoba was to prohibit all transactions in 
liquor which take place within that Province, except under 
government control as specifically provided for by the terms 
of that Act, through the instrumentality of a Commission, 
known as the Government Liquor Control Commission. The 
appellant was licensed to sell beer manufactured by it to 
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the Commission, and so far as I can see, to no other person 
or body within the Province, but it might deliver beer 
lawfully sold, when and as authorized in writing by the 
Commission, to persons licensed to sell beer by retail, or 
to a permittee, that is, a person who has been granted a 
permit to buy liquor from the Commission. 


In the period in question the appellant, by its officers, 
employees or agents, at various times and places, pursued 
the policy of purchasing its own manufactured beer on sale 
in licensed premises throughout Manitoba, including the 
hotels controlled by Riedle, for the purpose of treating 
frequenters of such premises. Occasionally, it was said, if 
a person being treated expressed a preference for a beer 
other than that produced by the appellant, he would be 
supplied with the beer designated by him, but this would 
rarely occur. The alleged object of this treating was to 
make known the appellant’s beer, Riedle beer so-called, and 
to acquire the good will of the proprietors of licensed 
premises. It was urged that the Manitoba Liquor Control 
Act, and the Commission which administers that Act, im- 
posed such restrictions upon the advertising of liquor, which 
includes beer, that the practice of treating by brewers be- 
came necessary as an advertising medium. The expendi- 
tures made by the appellant for treating, during the taxa- 
tion period in question, were $4,206.40, shown in its books 
as “treating expenses,” or “treating at hotels,” while its 
disbursements for advertising otherwise were $331.29 for 
the same period, its total sales for the period being $154,- 
000.00. This system of treating is apparently engaged in 
by all brewers in Manitoba, some six or seven in number, 
and the expenditures of three of them, for treating, were 
given. 

Some features concerning the expenditures made by the 
appellant might be mentioned. In the eleven licensed hotels 
which Riedle controlled the appellant treated with its own 
draft beer almost exclusively, though these hotels carried 
some bottled beer produced by other brewers. Of the total 
expenditure of some $4,200.00 which the appellant claims 
to have made on account of treating, almost $1,600.00 was 
expended in the hotels controlled by Riedle; the value of 
the sales of the appellant’s beer to the licensees of these 
eleven hotels, in the period in question, amounted to $61,- 
424.80, out of total sales amounting to $154,254.55 for the 
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whole of the Province of Manitoba. Again, the appellant’s 
expenditures for treating were made in sixty-seven different 
licensed premises, — largely in Winnipeg —in nineteen of 
which the total expenditure was one dollar and under, and 
in some instances it was but twenty cents. In some few 
cases no paid sales of Riedle beer appear to have resulted 
from any expenditures made for treating purposes. 

It is proper, I think, to refer briefly to a few of the 
provisions of the Government Liquor Control Act of Mani- 
toba, because, it seems to me, they bear some relation to 
the question of the necessity of the disbursements here in 
dispute. There is a limitation in the number of beer licenses 
to be issued in Manitoba at hotels, clubs, etc. In the City 
of Winnipeg beer licenses must not exceed one license “for 
each forty-three hundred population;” in other parts of 
Manitoba the number of beer licenses to be issued are 
limited, but that is determined on a basis of population 
different from that applicable to the City of Winnipeg. A 
licensed beer vendor is required to purchase his beer from 
the Commission, and as I have already pointed out licensed 
brewers may sell and deliver beer to the Commission. A 
brewer’s license is defined by sec. 2 s.s. (3) of the Act as 
meaning a license granted under this Act authorizing a 
brewer who is duly licensed by the Government of Canada 
for the manufacture of beer, to sell beer manufactured by 
him to the Commission and to deliver the beer so sold to 
the Commission, or to any one on the authorization of the 
Commission. The prices which a beer licensee may charge 
for beer are fixed by the Act but this may be varied by 
regulations enacted by the Commission, and all sales must 
be for cash; the beer licensee is not permitted to advance 
money for the purchase of beer, nor can he take or receive 
any money by way of a deposit or pledge for the purpose 
of securing the price of any beer to be supplied by the 
licensee at any future time. Sec. 141(1) of the Act is as 
follows: Except as permitted by this Act or the regulations 
made thereunder, no person within the Province shall: (a) 
canvass for, receive, take or solicit orders for the purchase 
or sale of any liquor or act as agent or intermediary for 
the sale or purchase of any liquor, or hold himself out as 
such agent or intermediary; (b) exhibit or display, or per- 
mit to be exhibited or displayed, any sign or poster contain- 
ing the words “bar,” “bar-room,” “saloon,” “tavern,” 
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“beer,” “spirits,” or “liquors” or words of like import; (c) 
exhibit or display, or permit to be exhibited or displayed, 
any advertisement or notice about or concerning liquor. 
The whole spirit of the Act would appear to indicate that 
it was the intention of the legislature that the sale and 
consumption of liquor should not be accelerated or encour- 
aged, by advertising appeals of one kind or another, by 
brewers or beer licensees, except as permitted by the regu- 
lations of the Commission. All licensed brewers, and all 
beer licensees were in every respect to be on an equal foot- 
ing. Competitive advertising as between brewers, or as 
between licensed retailers of beer, is something which the 
Act appears to discourage, or seeks to reduce to a minimum. 

There was evidence, from persons interested in Manitoba 
breweries, to the effect that if treating were systematically 
practised by the brewers their beer sales to the Commission 
would increase, and if this were not done their sales would 
fall, a result which I find rather difficult to understand 
when looking at the trade as a whole. One licensed hotel 
proprietor stated in evidence that he would not buy the 
beer of a brewer who did not treat in his licensed premises, 
and the same witness stated he would “throw business” to 
the brewers who treated, and who continued to treat period- 
ically. My conclusion from the evidence is that treating 
expenditures are made with the hope of putting the licensed 
retailer under an obligation to favour the brewer in his 
purchases of beer from the Commission. I do not think 
that the patrons of the beer licensees, who expect to be 
treated, could be seriously considered as an advertising or 
sales promotion medium, and one might safely say that 
no brewer’s business could long survive on any patronage 
derived from those who look to be served with free beer. 
The licensed retailer conceivably might increase or lessen 
his purchases of any particular brewer’s beer, if he were 
so inclined, but, it is difficult to understand why he should 
do this, because the cost and selling price of all beer is the 
same for all beer licensees, the conditions under which the 
trade of licensees is carried on are precisely the same, and 
there is therefore no competition of the character obtaining 
in most any other class of business; it would seem that the 
business interests of licensees would be best served by 
keeping in stock and selling the beer for which their patrons 
have a preference. I have no doubt but that the appellant 
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made some expenditures on account of treating, but the 
question I have to decide is whether such expenditures, 
were wholly, exclusively and necessarily, made for the pur- 
pose of earning the income. 

The statutory provision with which we are concerned is 
sec. 6 (a) of the Income War Tax Act, which reads: In com- 
puting the amount of the profits or gains to be assessed, 
a deduction shall not be allowed in respect of (a) disburse- 
ments or expenses not wholly, exclusively and necessarily 
laid out or expended for the purpose of earning the income. 
It will be obvious that narrow words were necessary in 
defining what deductions were permissible. It was not 
the intention of the legislature to lay down a general rule 
that whatever a subject liked to expend in his business, 
even if commercially advantageous, could be deducted as a 
business expense, but only such sums are to be allowed to 
which the character could be assigned that they had been 
“wholly, exclusively and necessarily” laid out for the pur- 
pose of earning the income. Expenditures may be wisely 
made, they may have been prudent, but it must also be 
shown that they were wholly necessary for the purpose of 
earning the income. The character of the deduction claimed 
in any case must therefore be carefully examined, par- 
ticularly where they are of an unusual nature, as in this 
case. 

Now, can it be said that the expenditure made by the 
appellant for treating, in the premises of beer licensees, and 
to a great extent in licensed premises which it doubtless 
controlled, was a necessary business expense in respect of 
income? I do not think so. I cannot avoid the conviction 
that such an expenditure was not a necessary business ex- 
pense, and the fact that treating by brewers has apparently 
become a custom, in Manitoba, does not make such expendi- 
tures a necessary business expense. If it be true that the 
patronage of a beer licensee for a brewer’s beer is only 
obtainable on the terms that the brewer must at times 
treat the patrons of the licensee, and if brewers are “in 
disfavour” with licensees if they do not treat, as was sug- 
gested by some witnesses, then such expenditures would 
seem to have come to be something in the nature of a 
levy made upon the brewer by the licensee, but however 
it may be classified, it does not, in my opinion, fall within 
the category of a business expense, wholly and necessarily 
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incurred to earn the income. It is difficult to understand 
why it is considered necessary for brewers to make gifts 
of beer to the patrons of beer licensees, and one cannot but 
wonder why they do not agree among themselves to refrain 
from the practice. But, if a brewer wishes to indulge in 
the practice of treating, that is not a reason why he should 
be allowed a deduction for expenditures made in that con- 
nection, in computing his net income derived from his busi- 
ness as a brewer. If treating were not practised, all brewers 
and beer licensees would be on an equal footing, and the 
merits of their several beer products, the tastes of con- 
sumers, salesmanship, or something else, would be the de- 
termining factor in sales and consumption. I am inclined 
also to think that the expenditures made by the appellant 
cannot be considered a necessary business expense because 
of the provisions of the Government Liquor Control Act 
of Manitoba, if indeed they are not expressly or impliedly 
forbidden by that Act. The sale of beer is so controlled 
and regulated that expenditures for treating would seem 
altogether unnecessary because everybody concerned with 
the trade is exactly upon the same footing; everything in 
the nature of advertising is severely limited, and no doubt 
that was deliberately done as a matter of public policy, in 
connection with this particular trade. Then, I think, the 
expenditures with which we are here concerned must be 
treated as having been made for the general benefit of the 
appellant’s business and not in respect of annual income, 
and were in the nature of capital expenditures for which 
no deduction is allowable. Further, I think the expenditure 
cannot be classified as a deductible business expense be- 
cause there is no satisfactory or reliable way of accounting 
for the same, as is the case in all ordinary and necessary 
business expenses, and such expenditures if allowed as a 
business expense would be calculated to lead to intolerable 
abuses, at the expense of the public revenues. Many of 
the observations of Audette, J., in the case of O’Reilly & 
Belanger v. The Minister of National Revenue,* are applicable 
to the state of facts here. My conclusion therefore is that 
the expenditure in question here does not constitute a busi- 
ness expense necessarily incurred for the purpose of earn- 
ing the income of the appellant. However, the expenditures 





*[1928] Ex. C.R. 61. 
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may be classified, and whatever their effect or influence 
on the trade of the appellant, they are not, in my opinion, 
of the character for which the appellant is entitled to a 
deduction in computing the amount of its profits or gains. 

In fairness to counsel I perhaps should make one fur- 
ther observation. By counsel on both sides I was referred 
to many English and American authorities. I can only say 
that I have consulted such authorities but I found myself 
unable to procure any assistance from them. In my view 
they are not applicable to the state of facts here and there- 
fore I have not discussed them. 

The appeal is therefore refused and with costs. 


Judgment accordingly. 


THE AUDITOR’S REPORT TO THE SHAREHOLDERS 


At pages 63-65 of last month’s issue reference was 
made to the provision in this year’s programme of the 
annual meeting of The Dominion Association of Chartered 
Accountants for a Roundtable Discussion on the Form of 
the Auditor’s Report to the Shareholders. 

The annual reports of public companies contain a wide 
variety of forms of the auditor’s report. With a view to 
making some of these readily available to members par- 
ticipating in the discussion at the annual meeting, we pub- 
lish below, without comment thereon, extracts from some 
of the reports which have appeared in financial statements 
published recently. 

is 

We have examined the accounts and financial records of — — — 
for the year ended 3lst December 1937 and have received all the 
information and explanations we have required. 

In our opinion, based upon such examination, the attached Bal- 
ance Sheet and related Stetement of Earned Surplus) are properly 
drawn up so as to exhibit a true and correct view of the financial 
position of — — — at 31st December 1937, and the results from 
operations for the year ended on that date, according to the best of 
the information and the explanations given to us, and as shown 
by the books of the Company. 


We have examined the books and accounts of — — —, for the 
year ending December 3ist, 1937, and have, verified the securities 
representing the investments of the Company) We have received all 
the information and explanations that we have required, /and have 


AvGustT, 1938. 135 


span er at were Nico 


Ta aaa Areca 


a 





| 
| 
| 





THE CANADIAN CHARTERED ACCOUNTANT 





accepted as correct the audited statements of the constituent Com- 
panies. 

We report that, subject to the values at which the fixed assets of 
the Company are stated, the attached consolidated balance sheet 
presents, in our opinion, a true and correct statement of the affairs 
of — — — and its constituent Companies at December 31st, 1937, 
according to the best of our information, the explanations given to 
us, and as shown by the books of the Company and the audited 
statements of the constituent Companies. 


We have made an examination of the books and accounts of the 
— — — and its wholly owned Subsidiary Companies for the year 
ending September 30, 1937, and have obtained all the information 
and explanations which we have required; and we report that, in our 
opinion, the above Consolidated Balance Sheet at September 30, 1937, 
is properly drawn up so as to exhibit a true and correct view of the 
state of the combined affairs of the — — — and its wholly owned 
Subsidiary Companies, after making provision of $430,575.81 on ac- 
count of depreciation for the year, according to the best of our in- 
formation and the explanations given to us and as shown by the 
books of these companies. 


4, 


We have examined and audited the Books and Accounts of 
— — — and its entirely owned Subsidiary Companies for the year 
ended 31st October, 1937, and report thereon as follows: 

The Inventories of Stock on Hand, as certified by responsible 
— of the various Companies, have been valued on a conservative 

is. 

The investments in which your Company is interested have been 
verified by actual inspection of the Securities or by Certificates from 
the Depositories in the cases where the Securities are deposited for 
safe custody or as security. 

We report that we have obtained all the information and explana- 
tions we have required and that, in our opinion, the accompanying 
Balance Sheet as at 31st October, 1937, is properly drawn up so as 
to exhibit a true and correct view of the state of the combined 
Companies’ affairs, according to the best of our information and 
the explanations given to us, and as shown by the Books of the 
Companies. 


5. 


We have made an examination of the balance sheet of — — — 
as at December 31st, 1937,\and of the profit and loss and earned 
surplus accounts for the year ending on said date.{ In connection 
therewith we examined or tested the accounting records and other 
supporting evidence and made a general review of the accounting 
methods and of the operating and income accounts for the year but 
did not make a detailed audit of the transactions. 

We have obtained all the information and explanations we have 
required, and, based upon such examination, report that, in our 
opinion, the above balance sheet as at December 31st, 1937, is properly 

wn up so as to exhibit, in accordance with accepted principles of 
accounting consistently maintained by the company during the year 
under review,| a true and correct view of the state of the affairs of 
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— — —, according to the best of our information and the explana- 
tions given us, and as shown by the books, and that the related profit 
and loss and earned surplus accounts fairly present the operating 
results for the year. 


We have made an examination of the balance sheet of — — — 
as at December 31, 1937,\and of the statements of profit and loss and 
surplus for the year ending on that datg. (In connection therewith, 
we examined or tested accounting records of the company and other 
supporting evidence, and obtained all the information and ——- 
tions which we required ;/ we also made a general review of the ac- 
counting methods and of the operating and income accounts for the 
year, but we did not make a detailed audit of the transactions: 

The inventories of crude oil and refined products are valued on 
the attached balance sheet on the basis of cost of crude oil, which 
was approximately $650,000.00 higher than replacement value as at 
December 31, 1937; the net profit shown for the year 1937 is therefore 
greater by this amount than it would have been had the inventories 
been valued on the basis of cost or replacement, whichever was lower. 

In our opinion, based upon such examination, and subject to the 
remarks above, the attached balance sheet is properly drawn up so 
as to exhibit a true and correct view of the state of the company’s 
affairs as at December 31, 1987, according to the best of our informa- 
tion and the explanations given to us, and as shown by the books 
of the company. 


a 
We have audited the Books and Accounts of the — — — and of 
its Subsidiaries, the — — — and — — — for the Year ended 30th 


November, 1987, and have obtained all the information and explana- 
tions required by us. Depreciation provided includes an amount 
calcula on a per ton basis on newsprint manufactured to cover 
depreciation of Paper Mill, Paper Mill Machinery and subsidiary 
buildings. 

We hereby certify that in our opinion the above Consolidated 
Balance Sheet is properly drawn up so as to exhibit a true and 
correct view of the combined position of these Companies as at 30th 
November, 1937, according to the best of the information and ex- 
planations given to us, and as shown by the Books of the Companies. 


We have made an examination of the books and accounts of 
—— and certain of its Subsidiary Companies 
and have been furnished with certified audited statements of the 
other Subsidiary Companies not examined by us. We have received 
all the information and explanations which we have required and 
we have satisfied ourselves that proper supervision over the detailed 
accounting records is being exercised by the Company’s Internal 
Audit Staff. In our opinion the attached Consolidated Balance Sheet 
is properly drawn up so as to exhibit a true and correct view of the 
state of the combined affairs of the Company and its subsidiaries as 
at January 31, 1938, according to the best of our information and 
the explanations given to us and as shown by the books of the Com- 
panies examined by us and by the audited statements which we have 


received, 
137 


nS ein ismaret en ns sn 


: 
| 
| 
i 
} 





THE CANADIAN CHARTERED ACCOUNTANT 


We have audited the books and accounts of — — — for the year 
ended December 31st, 1937. ‘In connection therewith we examined 
or tested the accounting records and other supporting evidence and 
made a general review of the accounting methods of the Company. 

The Cash, Bank Balances, Investment Securities and Call Loans 
have been verified by inspection or by certificates from Depositaries. 

Movable Plant, Stores, Accounts Receivable and Cash Funds at 
the several branches of the Company have been verified periodically 
by your Internal Audit Department. 

We have received all the information and explanations we have 
required, and in our opinion, based on our examination, the attached 
Balance Sheet /and Statement of Profit and Loss/set forth correctly 
the financial position of — — — as at December 31st, 1937, and the 
result of operations for the year ended that date, according to the 
best of our information, the explanations given to us and as shown 
by the books and statements of the Company. 


10. 


We have made an examination of the books and accounts of 
— — — and its Subsidiary Companies for the fiscal year ending 
July 31, 1937, and have obtained all the information and explanations 
which we have required. 

The quantities and values of the stocks of grain, twine, coal and 
sundry merchandise have been certified to by responsible officers of 
the Companies and adequate provision has been made for all accounts 
considered doubtful. The securities covering the investments in 
memberships, stocks and bonds, have been produced for our inspection 
or verified by certificates from the depositaries, and cash in banks 
has been confirmed by certificates obtained by us direct from the 
Companies’ bankers. e have taken reasonable care to satisfy our- 
selves that all liabilities at July 31, 1937, have been taken up on the 
books as at that date. 

No depreciation has been provided on country and terminal 
elevator buildings and machinery for the fiscal year ending July 31, 
1937, and subject thereto we report that, in our opinion, the above 
consolidated balance sheet as at July 31, 1937, is properly drawn up so 
as to exhibit a true and correct view of the Companies’ affairs, accord- 
ing to the best of our information and the explanations given to us and 
as shown by the books of the Companies. 


11. 


We have audited the head office accounts in Toronto of the 
— — — and have examined the report and statement of — — — 
Chartered Accountants, covering the capital and revenue accounts in 
— — —, for the year ended 31st December 1937. Subject to the 
sufficiency of the reserve for depreciation and amortization of fran- 
chises and other assets, which has been provided on the books of the 
— — — we report that, in our opinion, the above balance sheet is 
properly drawn up so as to exhibit a true and correct view of the 
company’s affairs at 31st December 1937, according to the best of 
our information and the explanations given us and as shown by the 
books of the company. 

We have received all the information and explanations we have 


required. 
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To the Shareholders of — — — 

We have audited the head office accounts of the — — —, — — —, 
(and its subsidiary, — — —), — — —, — — —, — — — (and its 
subsidiary, — — —), — — —, and have examined the certified re- 
ports and statements of — — — (formerly — — —) Chartered 
Accountants, in connection with all the subsidiary companies above 
enumerated except — — — of which company we have examined 
the certified report and statements of — — —, Chartered Account- 
ants, covering the capital and revenue accounts and provisions for 
depreciation in — — — for the year ended 31st December, 1937. We 
have obtained all the information and explanations which we have 
required. Subject to the foregoing we report that, in our opinion, 
the attached Consolidated Balance Sheet is properly drawn up so as 
to exhibit a true and correct view of the state of the combined 
companies’ affairs at that date, according to the best of our informa- 
tion, the explanations given to us and as disclosed by the books of 
the companies, 

The net revenues of the operating companies owned or controlled 

y — — —, after provision for or payment of all losses, expenses 
and charges including depreciation, bond interest and sinking funds, 
as a under contracts with them, are payable to and are in- 
cluded in the profit and loss account of the — — —. 


NEW LEGISLATION RESPECTING TAXATION 
DOMINION AND PROVINCIAL 


Editor's Note: The information published under this heading in- 
dicates only in general terms the nature of recent legislation of the 
Provincial Governments respecting Taxation. For the Text of the legis- 
lation, readers should refer to the respective Acts. As the Dominion 
Income Tax Act, for the sake of convenience, has been having frequent 
office consolidations, it has been decided to publish in this column, for 
reference purposes, the amendments in full each year. A copy of a 
Dominion Statute can be obtained from the King’s Printer, Ottawa, 
and of a Provincial Statute from the King’s Printer of the Province 
concerned. 

To provide information to chartered accountants who are called 
upon by their clients to prepare taxation returns in other provinces, 
the Dominion Association of Chartered Accountants some time ago 
sent to the reference library of each provincial Institute a complete 
set of tax legislation passed by the various provincial legislatures, 
and is keeping this information up to date by sending copies of amend- 
ments to such legislation as soon as these amendments are available 


for distribution. 
I. Dominion 
(a) Income War Tax Act 
2 GEORGE VI, 1938 


An Act to Amend the Income War Tax Act 
[Assented to 1st July 1938] 
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IS MAJESTY, by and with the advice and consent of the Senate : 


and House of Commons of Canada, enacts as follows:— 
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1. Paragraph (p) of section two of the Income War Taz Act, 
chapter ninety-seven of the Revised Statutes of Canada, 1927, as 
enacted by section three of chapter thirty-eight of the statutes of 1936, 
is amended by adding at the end thereof the following proviso: 

“Provided, however, that the definition aforesaid shall not include 

a corporation the main business of which is the making of 
loans of five hundred dollars or less.” 


2. Section two of the said Act, as amended by section one of 
chapter fourteen and by section two of chapter forty-one of the statutes 
of 1932-33, by section three of chapter forty of the statutes of 1935 
and by section three of chapter thirty-eight of the statutes of 1936, 
is further amended by adding thereto the following paragraph:— 

“(q) “Treasury Board’ means the Treasury Board as constituted 

under the Department of Finance and Treasury Board Act.” 


8. Section three of the said Act, as amended by section one of 
chapter fifty-five of the statutes of 1934, is further amended by adding 
thereto the following paragraph:— 

“(g) Annuities or other annual payments received under the 
provisions of any will or trust, irrespective of the date on 
which such will or trust became effective, and notwithstand- 
ing that the annuity or annual payments are in whole or in 
part paid out of capital funds of the estate or trust and 
whether the same is received in periods longer or shorter than 
one year.” 


4. Section four of the said Act, as amended by section three of 
chapter twelve of the statutes of 1928, by section two of chapter twenty- 
four of the statutes of 1930, by section two of chapter fourteen and by 
section three of chapter forty-one of the statutes of 1932-33, by section 
two of chapter fifty-five of the statutes of 1934, by section four of 
chapter forty of the statutes of 1935 and by section four of chapter 
thirty-eight of the statutes of 1936, is further amended by adding 
thereto the following paragraph:— 

“(r) Dividends received, directly or through any other subsidiary 
company, by a company incorporated in Canada whose shares 
are held by the public, from a wholly owned (less directors’ 
qualifying shares) subsidiary non-resident company, if the 
Minister is satisfied that at least seventy-five per centum of 
the combined capital of such Canadian company and all of its 
wholly owned subsidiary companies is employed directly or 
indirectly outside of Canada: 


Provided, however, that the exemption hereunder shall be allowed 
only if and to the extent that the country in which the sub- 
sidiary company is carrying on business grants substantially 
similar relief to companies incorporated therein in respect of 
dividends received from subsidiary companies carrying on busi- 
ness in Canada: 

And provided further that the exemption allowed hereunder in 
any one fiscal period of such Canadian company shall be lim- 
ited in the aggregate to an amount equal to the sum of the 
profits of the subsidiary company subject to income tax abroad 
in the fiscal period of and in the fiscal period next preceding 
the decalaration of such dividend: 

And provided further that ‘capital’ for the purposes of this para- 
graph means all assets owned or employed in the business of 
such Canadian company and all of its wholly owned subsidiary 
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companies, other than all inter-company obligations between 
such companies and any good will.” 


5. Subsection one of section five of the said Act, as amended by 
sections four, five and six of chapter twelve of the statutes of 1928, 
by section three of chapter twenty-four of the statutes of 1930, by 
sections four, five and six of chapter forty-three of the statutes of 
1932, by section four of chapter forty-one of the statutes of 1932-33, by 
section four of chapter fifty-five of the statutes of 1934 and by section 
five of chapter thirty-eight of the statutes of 1936, is further amended 
by adding thereto the following paragraph:— 

“(m) In the case of any lump sum payment made in Canada by 
an employer on account of an employees’ superannuation or 
pension fund or plan in respect of past services of employees, 
made in such manner that the sum is irrevocably charged for 
the benefit of the said fund or plan, one-tenth of the lump sum 
payment in each of ten successive years, commencing in the 
year in which the payment is made: Provided, however, that 
in the case of a lump sum payment heretofore made, a deduc- 
tion of one-tenth thereof shall be allowed in the 1938 fiscal 
period and in each fiscal period thereafter until ten years have 
elapsed from the year of the lump sum payment.” 


6. Subsection one of section six of the said Act, as amended by 
section six of chapter forty-one of the statutes of 1932-33 and by section 
six of chapter forty of the statutes of 1935, is further amended by 
adding thereto the following paragraph:— 

“(l) Royalties paid by persons who are not residents of Canada 

out of royalties received by such persons from sources within 
Canada.” 


7. The said Act is further amended by inserting after section 
thirty-two the following sections:— 

“$2a. (1) Where any person or corporation ordinarily resident in 
Canada enters upon any transaction, procedure or arrangement with 
any person or corporation resident outside of Canada, which, but for 
the enactment of this section, had or would have the effect of reducing 
the liability to taxation hereunder of the person or corporation afore- 
said ordinarily resident in Canada, such last mentioned person or 
corporation shall be and continue to be liable to taxation hereunder 
to the same extent as if the transaction had not been entered upon: 
Provided, however, that this section shall apply only if the Treasury 
Board after consideration has made a ruling that the transaction was 
entered upon for the purpose of avoiding liability to taxation under 
this Act. 

(2) In the case of any appeal from an assessment, the Court shall 
have jurisdiction to review the ruling of the Treasury Board hereunder. 

“32p. Where on winding up or otherwise a company distributes 
any assets to its shareholders without sale or at a sale price substan- 
tially below the fair market price, which assets if sold at the market 
price would create income of the corporation within the meaning of 
this Act, the Minister shall have power to determine the fair market 
price of such assets and the company shall be deemed to have sold 
such assets at the price so determined and thereby to have received 
income subject to tax and the distributable portion received by a 
shareholder or member shall be deemed to be a dividend. 

‘Company’ includes associations and the members thereof.” 
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8. The schedule of rates at the end of subsection one of section 
eighty-eight of the said Act, as enacted by section fourteen of chapter 
forty of the statutes of 1935, is repealed and the following substituted 
therefor:— 

“On gifts up to and including $ 25,000— 5% 

On gifts exceeding— 
25,000 but not exceeding $ 50,000— 6% 


50,000 = 100,000— 7% 
100,000 ~ X 200,000— 8% 
200,000 = <a 300,000— 9% 
300,000 < é 400,000—10% 
400,000 ‘* 500,000—12% 
500,000 F i 1,000,000—14% 

1,000,000 —15%” 


9. Subsection eight of section eighty-eight of the said Act, as 
enacted by section fourteen of chapter forty of the statutes of 1935, 
and amended by section nineteen of chapter thirty-eight of the statutes 
of 1936, is further amended by adding thereto the following para- 
graph:— 

“(g) gifts or donations made in any year, if the aggregrate value 
thereof does not exceed an amount equal to one-half of the 
difference between the income of the taxpayer in the next 
preceding year and the income tax which was payable there- 
on.” 


10. Any increase of tax imposed by this Act in respect of the 
years 1936 or 1937 or fiscal periods ending therein shall bear interest 
from the first day of September, 1938. 


11. (1) Sections one, two, three and six of this Act shall be ap- 
plicable to the income of the year 1937 and fiscal periods ending there- 
in and of all subsequent periods. 

(2) Sections four, five, eight and nine of this Act shall be ap- 
plicable to income and gifts of the year 1938 and fiscal periods ending 
therein and of all subsequent periods. 

(3) Section seven of this Act shall be applicable to the income 
of er year 1936 and fiscal periods ending therein and of all subsequent 
periods. 


(b) The Special War Revenue Act 


A number of amendments of this Act have been made; those of 
particular interest to accountants are: 

Sub-paragraphs (vi) and (vii) of paragraph (b) of subsection 
2 of Section 58 respecting the excise tax on change of ownership of 
bonds and shares; 

Paragraph (a) of Section 85 which extends the meaning of the 
words “sale price;” 

The amendment of Schedules I and II to give effect to the budget 
resolutions as presented to Parliament by the Minister of Finance 
on June 16th. 


(Summaries to be continued in September issue) 
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GENERAL NOTES 


Our Contributors This Month 

Wiuu1am L. Lucas who writes on the accounts of brew- 
eries was born in Glasgow. He studied civil engineering 
there and came to Canada in 1912, being engaged in con- 
struction work in the West for some years. After the war 
he completed his articles with George A. Touche & Co., 
Chartered Accountants, Edmonton, and with this firm he 
is still connected. He was admitted a member of the 
Institute of Chartered Accountants of Alberta in 1926. 
Mr. Lucas has already been a contributor to THE CANADIAN 
CHARTERED ACCOUNTANT, having written on Grain accounts 
in the issue of March 1933. 

The other two contributors this month are already 
familiar to our readers. 


Alberta Institute to Encourage Writers 

With a view to encouraging its members to prepare 
articles on subjects of interest to members of the profes- 
sion, the Council of the Institute of Chartered Accountants 
of Alberta recently announced that it would pay the sum 
of twenty-five dollars to any member whose article is ac- 
cepted for publication by the Editorial Committee of THE 
CANADIAN CHARTERED ACCOUNTANT during 1938. Mr. W. F. 
Reid’s article on Oil Royalties in Alberta, which appeared 
in the July issue, is the first published under this arrange- 
ment. This month Mr. W. L. Lucas writes on Brewery 
Accounts. 


The encouragement thus given by the Alberta Institute 
towards increasing the fund of reference material of the 
profession is much appreciated by the Editorial Committee. 


The Exchequer Court of Canada 
Sittings in Western Canada 
According to The Canada Gazette, general sittings of The 
Exchequer Court of Canada will be held at the following 
times and places, “provided that any case or matter to be 
entered for trial or set down for hearing at any of such 
sittings is so entered or set down at the office of the Regis- 
trar of the Court at Ottawa on or before the 26th day of 
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August 1938; and if no case or matter is so entered or set 
down for any of such sittings, then the same shall not be 
holden,”— 

Edmonton, Alberta, 7th September 1938 

Victoria, B.C., 12th September 

Vancouver, B.C., 14th September 

Calgary, Alberta, 19th September 

Regina, Saskatchewan, 21st September 

Winnipeg, Manitoba, 23rd September 

In each case the sitting will be at the Court House and 

the hour 11 a.m. (city time). 


International Management Congress 

The Seventh International Management Congress is to 
be held 19th to 23rd September 1938 at Washington, D.C. 
This is the first world gathering on management to be held 
in North America, the previous six congresses having been 
held in principal European centres. The congress will be 
convened by Viscount Leverhulme, President of the Inter- 
national Committee of Scientific Management. 

Six series of simultaneous technical sessions will pro- 
vide for a discussion of recent developments in manage- 
ment techniques, pertaining separately to administration, 
production, distribution, personnel, agriculture and the 
home. 

At the general sessions addresses will be given on econ- 
omic and social aspects of management. Most of the other 
addresses will be arranged in pairs to introduce the North 
American and other national or continental points of view. 
Some subjects chosen are: Management’s responsibility to 
society; Reshaping distribution to modern economy; Em- 
ployee security as a responsibility of the State; The con- 
tinuance of free enterprise; Labour’s aims and responsibili- 
ties; Management’s aims and responsibilities; and Social 
and economic aspects of management. 

Those desiring further information should write to Mr. 
N. W. Barnes, 347 Madison Ave., New York City. 
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LEGAL DECISIONS 


[Eprror’s Note: The following are brief summaries of recent de- 
cisions of the Canadian Courts as taken, by the kind permission of 
the Canada Law Book Company, from the Dominion Law Reports. 
In each case reference is made to the volume of the Reports where the 
full judgment may be found. It should be kept in mind that the de 
cisions given may not in every case be final.] 


Banks—Joint account—Parent and child—Presumption of 
gift 
(Radway & Shorit v. Radway) 
Ontario Supreme Court 


Where a parent deposits money to the joint account of 
himself or herself and a child, there is a presumption that 
a gift was intended by the parent to the child and the 
moneys cannot be claimed by an administrator of the de- 
ceased parent as a resulting trust; it is a voluntary bestow- 
ment in joint tenancy. The rule applies to a bank account 
opened by a widowed mother in the joint names of herself 
and her married daughter.—[1938] 2 D.L.R. 578. 


Executors and administrators—When duties commence— 
Liability for non-administration 


(Davis vy. Auld et al) 


Supreme Court of Canada 


The duties and liabilities of an administrator in con- 
nection with the administration of the estate commence 
with the issuance and actual delivery of the letters of 
administration to him. Where fiat for letters has been 
granted by the Court but no letters issued to him by the 
Clerk of Court until succession duties have been first paid 
as required by the Rules of Court, such an administrator 
is not chargeable for losses in failing to collect assets, or 
for failure to convert company shares for purposes of dis- 
tribution, occurring prior to the actual issue of the letters 
of administration to him.—[1938] 2 D.L.R. 609. 
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Income tax—Extra-provincial company—“Carrying on busi- 
ness in the Province” 


(re Proctor & Gamble Co.) 


Saskatchewan King’s Bench 


A company manufacturing soap and similar products, 
incorporated under the Companies Act, R.S.C. 1927, c. 27 
(now 1934 (Can.), c. 33), with head office in Toronto, not 
registered in Saskatchewan and having no warehouse of 
its own therein but using a public warehouse there for 
perishable goods and some stock and employing resident 
salesmen whose orders in practice were filled without special 
acceptance though stated to be not binding until accepted 
by head office, and amounting to $300,000 of business an- 
nually must be deemed to be carrying on business in 
Saskatchewan under s. 24 of the Income Tax Act, 1932 
(Sask.), c. 9. In the absence of a return from such com- 
pany “the proportion of income attributable to business 
within the Province shall be taken to be such percentage of 
the total of such income as the sales within the Province 
bear to the total sales” in accordance with regulations 
under s. 63.—[1938] 2 D.L.R. 597. 

(A summary of this judgment appeared in the January 
1938 issue of THE CANADIAN CHARTERED ACCOUNTANT. See 
also page 67 of the July issue.) 


Insurance—Assignment of policy as security—Wife bene- 
ficiary—Separation agreement 


(re Armstrong) 


Ontario Supreme Court 


A separation agreement whereby a wife released her 
husband from all claims for maintenance, alimony or sup- 
port will not bar the wife from claiming the proceeds of 
an endowment policy issued upon the life of the husband in 
which she was named as beneficiary, nor operate as a 
change of beneficiary, in the absence of a provision to that 
effect in the separation agreement; nor will it entitle the 
husband to a lien upon the proceeds for the premiums paid 
by him. Assignment of the policy by the husband to a 
bank, as collateral security for his indebtedness to it, con- 
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fers no right upon the bank to claim the proceeds to the 
extent of the debt, but it is not answerable in damages for 
withholding the insurance cheque that came into its pos- 
session in order to effect a rightful settlement. Under the 
terms of the policy the insurance company could not be 
required to pay until the policy had been surrendered, but 
having delayed determination of the rival claims by its own 
failure to initiate proceedings it was liable for interest from 
maturity of the policy. —[1938] 2 D.L.R. 680. 


Trustees—Discretionary power—Conversion of securities 
(Re Gilroy) 


Manitoba Court of Appeal 


The discretionary power of an executor and trustee 
under the will to postpone conversion of shares for trust 
purposes is not subject to interference by the Court, unless 
it appears that the shares are an improvident or wasting 
investment; the executor cannot be required to convert 
income producing shares, optional with him not to do so, 
in order to pay annuities provided by the will. Pending 
postponement of conversion, persons and institutions en- 
titled to receive income from annuity funds will be allowed 
3.25% interest on the amount of the fund, from the date 
of the death of the deceased, payable when the funds are 
available therefor. 

Costs of appeal will not be allowed out of an estate to 
the prejudice of annuitants. Executors seeking advice and 
directions on an issue between them and contestant an- 
nuitants will be allowed costs on a moderate scale. Con- 
testants to postponed bequests cannot have costs at the 
expense of those having prior rights.—[1938] 2 D.L.R. 662. 
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ALBERTA 

The twenty-eighth annual meeting of the Institute of 
Chartered Accountants of Alberta was held at the Palliser 
Hotel, Calgary, on Saturday, 25th June 1938. At a lunch- 
eon preceding the meeting the following guests were intro- 
duced: F. A. Nightingale, C.A., Halifax, President of the 
Dominion Association of Chartered Accountants; Alexander 
Hannah, K.C., J. E. A. Macleod, K.C., V. R. Jones, K.C., 
A. Macleod Sinclair, K.C., F. R. Freeze, Mayor Andrew 
Davison, and F. J. Harquail, C.A., Montreal. 

The pleasing custom which has been in force for some 
years past of inviting the next of kin of new members to 
the luncheon was again followed and there were present: 
Mr. and Mrs. V. C. French of Wetaskiwin, Mr. and Mrs. 
W. H. Jackson of Pincher Creek, and Dr. and Mrs. E. B. 
Roach of Calgary. Mayor Davison welcomed the visitors 
to the city. 

Mr. Alexander Hannah, who for many years has given 
very freely of his time and talents in instructing students 
in the subject of Law, made a brief address to the new 
members and remarked upon the pleasant and cordial rela- 
tions which existed between our members and those of his 
profession. He then presented certificates to the follow- 
ing new members: David Brown Barr, Morgan Coleman 
French, Gilbert Edward Gee, John Robert Jackson, Allan 
Paterson and Edwin Russell Roach. 

The Institute Prize in the Final examination was pre- 
sented to J. R. Jackson, and the Primary Prize was awarded 
to Gordon William Stewart. 

Mr. Eric Richardson was presented with a Fellowship 
certificate. 

The business session followed the luncheon, the chair 
being occupied by the Vice- President, G. P. Ponton, due 
to the illness of the President, F. A, Smith. 


The various reports were read and approved and amend- 
ments to the by-laws were dealt with. The members of 
Council for the year 1938-39 were elected as follows: M. G. 
Graves, E. M. Gunderson, F. M. Harvey, T. Humphries, 
C. M. Lang, C. P. Mackintosh, F. P. Ponton, F. A. Smith 
and J. H. Williams. 
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G. P. Ponton and F. A. Smith were elected as represen- 
tatives on the Council of The Dominion Association of 
Chartered Accountants, E. D. C. Thomson as a member of 
the Senate of the University of Alberta, and J. R. Jackson 
as honorary auditor. 

Mr. Nightingale (the Dominion President) who had 
made a special trip at this time in order to be present at 
the meeting, gave a very interesting address upon Dominion 
Association matters generally and more specifically upon 
some of the matters which had received the attention of 
the Executive Committee during the past year. His re- 
marks were enthusiastically received and listended to with 
profound interest. 

At the council meeting held in the evening the follow- 
ing officers were elected for the ensuing year: G. P. Ponton, 
President ; T. Humphries, First Vice-President; C. M. Lang, 
Second Vice-President; and John H. Williams, Secretary- 
Treasurer. 


BRITISH COLUMBIA 

The Institute of Chartered Accountants of British Col- 
umbia held its thirty-third annual general meeting on Fri- 
day, 8th July 1938, and this was followed at 7:30 o’clock 
in the evening with a dinner at which Chief Justice Aulay 
Morrison was the principal speaker. There were also pres- 
ent the following guests: Mayor George Miller, Senator 
J. W. de B. Farris, President of the Canadian Bar Asso- 
ciation and Treasurer of the Law Society of British 
Columbia; Dean J. N. Finlayson, University of British 
Columbia; W. F. Gardiner, President of the Architects 
Association ; J. A. Whittle, President of the Board of Trade; 
Dr. L. H. Leeson, President of the Vancouver Medical Asso- 
ciation; R. H. Arkell, Vice-Chairman of the Bankers Clear- 
ing House; and C. E. Webb, Institute of Professional En- 
gineers. 

In his opening remarks, Chief Justice Morrison first 
made humorous rebuttal of witticisms directed at him by 
Senator Farris, who had responded on behalf of the invited 
guests, and then complimented the Institute on the pres- 
ence of their visitors, representing the legal profession for 
justice, medical for health, engineering for strength and 
power, architecture for beauty and ordered design, bankers 
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and board of trade for commerce, civic and university for 
social and educational progress. To his mind all these asso- 
ciations, including that of the professional accountants, 
with their understanding and influence on industry and fin- 
ance, helped very definitely to sustain the regard for law 
and order which is the foundation and justification of our 
present civilization. 

Enlarging on this theme, the speaker traced the develop- 
ment of ordered progress from primitive times to the pres- 
ent and stressed the importance of clear thinking, justice, 
and integrity of character in members of business and pro- 
fessional association to ensure the continuance of civiliza- 
tion today and for the future. He remarked that only a 
few days ago he had spoken on similar lines to the grad- 
uating class of local law students, and the presentation of 
certificates at the present meeting to accountants who had 
recently graduated decided him to address his remarks par- 
ticularly to the younger men present. The speaker laid 
emphasis on the importance of the principles of law and 
order, to which all professions were pledged, being reiter- 
ated and strengthened continuously, especially in these days 
of dictators and of disregard of treaties and human rights. 

The Chief Justice mentioned that happily chartered ac- 
countants rarely appeared in court in their own extremity. 
They, however, did appear, not infrequently, to aid the 
court in its responsibility of ascertaining the facts of the 
cases that come before it. Thus the chartered accountant 
is acknowledged to be an expert witness, or virtually a 
servant of the court. In such cases Justices were appre- 
ciative of the services the chartered accountant can so 
render by his analyses and elucidations of many matters 
in the field of industry, commerce and finance. 

The speaker’s address was thoroughly appreciated by 
all present. 

At the annual meeting held in the morning the follow- 
ing members were elected to the Council: V. R. Clerihue, 
G. V. Coles, W. H. Cotter, K. D. Creer, Frederick Field, 
R. C. Field, G. F. Gyles, J. Harvey, E. C. Mapson, W. G. 
Rowe, J. D. Small, and R. W. Underhill. 

Reports of the President and other reports of Commit- 
tees were submitted to the meeting, and Mr. George E. 
Winter, F.C.A., immediate Past President of the Dominion 
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Association, gave a résumé of the activities of the Associa- 
tion during the past year, more particularly in relation to 
the British Columbia Institute. 

A golf tournament was held in the afternoon. 

At a meeting of council on 19th July the following were 
elected officers for the coming year: E. C. Mapson, Presi- 
dent; J. D. Small, Vice-President; and H. Norman Lunn, 
Secretary-Treasurer. The representatives of the Institute 
on the council of the Dominion Association are E. C. Map- 
son, W. G. Rowe and J. Harvey. 


MANITOBA 


Three Generations of Chartered Accountants 
in Manitoba Institute 





THOMAS E. SAUL, C.A., THOMAS W. SAUL, C.A., THOMAS A. SAUL, C.A 
(son) was admitted a President of the Institute (grandson) was one of 
member of the Institute in of Chartered Accountants eleven new members of 
1923. of Manitoba, was admitted the Institute, admitted at 
a member of the Institute the annual meeting in 

in 1913. June, 1938. 


Thomas W. Saul was elected President of the Institute 
of Chartered Accountants of Manitoba at the same meeting 
at which his grandson was admitted a member. The reg- 
ister of members now includes three Thomas Saul’s—father, 
son and grandson. 

President Saul who is a well-known figure in Grain Ex- 
change circles has been in public practice for many years 
as a member of the firm of Rankin, Saul & Thornton; his 
son, Thomas E. Saul, of Dunwoody, Nicholl, Saul & Co., 
has taken an active part in public affairs, and is at present 
Provincial Commissioner of the Boy Scouts, Chairman of 


152 








PROVINCIAL NEWS 


the Airport Commission and a member of the Council of 
St. James Municipality; his grandson, Thomas A. Saul is 
one of the eleven succcessful candidates in the recent ex- 
aminations. 

Held on Wednesday, June 29th, at Lower Fort Garry, 
the fifty-second annual meeting was attended by over one 
hundred members, when the report of the council and the 
annual accounts were presented for adoption. The balloting 
for seven members to serve on the council for the next 
two years resulted in the election of W. Aitken, Alex. Gray, 
H. M. Hoover, J. Gray Mundie, Ward McVey, John D. Reid, 
and T. W. Saul. D. S. Lofthouse was appointed auditor. 

At a council meeting held following the annual meeting, 
Frederick Johnson was elected Vice-President. Fred. C. 
Gilbert continues to hold the office of Secretary-Treasurer. 

A luncheon on the verandah of the Motor Country Club 
followed the business meeting, after which many of the 
members concluded the day with a game of golf. Mr. 
Nightingale, President of the Dominion Association of 
Chartered Accountants, addressed the members after lunch- 
eon, reviewing the work undertaken by the Dominion body 
and bringing greetings and good wishes from other Pro- 
vincial Institutes which he had visited. 

Congratulations were extended to candidates who, ac- 
cording to a report issued by the Senate of the University 
of Manitoba, were successful in the recent Final examina- 
tions:—Donald J. Campbell, who was awarded the Institute 
prize of $100.00; Edward W. Pope, who was awarded a prize 
of books; and R. Malcolm Dott, G. M. Horne, J. Francis 
Keeley, G. Lyall McIntosh, John D. Morison, J. H. Rogers, 
Thomas A. Saul, C. David Tweedie and Harold J. Wookey. 
The prize winners in the Intermediate examination were 
also present, namely, Desmond Campbell, who was awarded 
the Henderson Silver Medal and a scholarship of $50.00, 
and Ewen Rankin, who was awarded the Institute prize of 
books. 

Further results of the May examinations, as issued by 
the Senate of the University were: Final, James M. Halli- 
day and Arthur Monk, who passed in the Accounting papers 
only, and George Watt and Cecil Wesson who passed in 
Auditing only. In the Intermediate division the following 
secured complete passes: Harry Armstrong, William G. 
Dunbar, Gordon Earl, William H. Gray, Desmond O’Brien, 


153 


SEO ES 


seers 


Sa i en nino oI TRE 


re Uiisaive 








THE CANADIAN CHARTERED ACCOUNTANT 


James Prosser, Murray Reid, Wilmot Shepherd, Gordon 
Steele, Wilfred Wadge and Sidney White. Gordon Hunter 
secured a pass in Auditing only. 

In addition to these examinations conducted at the close 
of the third and fifth years, tests are made in the other 
classes in order to adjudge each student’s qualification for 
advancement through the course. To give an incentive 
toward intensified study the council this year made the first 
awards totalling $300 per year including the above- 
mentioned. 

Successful in winning scholarships of $50 each were:— 

Fourth Year: R. Barrett Simpson 

Second Year: Douglas A. McKay 

First Year: Frederick W. Rinteul. 
Honorable mention and prizes donated by the Committee 
on Student Studies were :— 

Fourth Year: Ian Drennan 

Second Year: Reginald H. Walton. 


ONTARIO 


The Institute of Chartered Accountants of Ontario held 
its fifty-fifth annual meeting at the Royal York Hotel, 
Toronto, on Friday, June 24th with over two hundred mem- 
bers in attendance. President Alfred B. Shepard presided 
and briefly referred to the report of the Council, including 
the Financial Statement, which indicated the continuous 
progress that had been made by the Institute in the past 
year. The Council elected for the ensuing year is as fol- 
lows: E. James Bennett, Gordon D. Campbell, P. H. B. 
Dawson, G. C. Ferrie, J. F. Gibson, Russel R. Grant, E. J. 
Howson, Fred C. Hurst, W. G. H. Jephcott, George S. Jewell, 
J. V. Mapp, A. E. Nash, J. W. Taylor, R. F. Bruce Taylor, 
and F. S. Vanstone. 

The representatives elected to serve on the Council of 
the Dominion Association of Chartered Accountants are 
Gordon D. Campbell, W. G. H. Jephcott and A. E. Nash. 

A. B. Monteith and W. D. Tamblyn were elected auditors. 

Immediately following the annual general meeting, the 
Council held its first meeting at which the following officers 
were elected for the year: President: Gordon D. Campbell; 
First Vice-President: J. W. Taylor; Second Vice-President: 
W. G. H. Jephcott; Secretary-Treasurer: J. F. Gibson. 
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In the afternoon the annual golf tournament was held 
at the course of the Lakeview Golf and Country Club. The 
H. Percy Edwards Trophy was won by Kris A. Mapp. 

In the evening a supper-dance was held at the Royal 
York Hotel at which members and friends, to the number 
of over five hundred, were present. 


PRINCE EDWARD ISLAND 
The seventeenth annual meeting of the Institute of 
Chartered Accountants of Prince Edward Island was held 
in the board room of the City Hall, Charlottetown, on 17th 
June 1938. President George P. Nicholson presided. 

The business of the meeting included discussion on re- 
vision of the by-laws in uniformity with other institutes, 
tariff fees on resident and non-resident members, standard- 
ization of examinations, and the duty of the accounting pro- 
fession to the business men of the province. 

The secretary reported that though the present mem- 
bership of seventeen, including four resident members, is 
the smallest of any institute in the Dominion, four of seven 
students now studying accountancy will write the examina- 
tions for membership next November. 

The following officers and council were elected for the 
year 1938-39: William E. Massey, Charlottetown, Presi- 
dent; D. F. Archibald, Charlottetown, Secretary-Treasurer ; 
members of council: John Anderson and George P. Nichol- 
son, Charlottetown; W. A. Morrell, Amherst; D. S. Hart, 
T. H. Johnson and H. E. Crowell, Halifax. 


SASKATCHEWAN 

The thirtieth annual meeting of the Institute of Chart- 
ered Accountants of Saskatchewan was held at the Bess- 
borough Hotel, Saskatoon, on Friday, 24th June 1938. A 
good representation from the various parts of the Prov- 
ince attended. 

The President, Mr. W. C. Jeffery, reviewed the activities 
of the year ended 31st May 1938, and the Secretary, Mr. 
T. H. Moffet, reported on finances, membership, and several 
other matters. 

The election of officers and council for the ensuing year 
resulted as follows:— 

President, T. E. Robinson, Regina; Vice-President, W. 
Stempel, Saskatoon; Secretary-Treasurer, T. H. Moffet, 
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Regina. Members of Council—T. E. Robinson, W. J. Daw- 
son, T. H. Moffet, R. R. Thomas, all of Regina; W. Stempel, 
George Patrick, C. P. DeRoche, all of Saskatoon; W. C. 
Jeffery, Weyburn; and M. Hesford, Swift Current. 

Representatives on the Council of The Dominion As- 
sociation of Chartered Accountants—T. E. Robinson, Re- 
gina; W. E. Hodge, Moose Jaw; and W. Stempel, Saskatoon. 

The President, Mr. W. C. Jeffery, presided at the annual 
luncheon of the Institute, at which Professor G. W. Simpson 
of the department of history of the University of Saskat- 
chewan gave a very interesting address on Accounting in 
Russia. 

In the evening the Saskatoon members entertained the 
out-of-town members at dinner. The after-dinner speaker 
was Mr. V. J. Ferguson. 

On June 27th the Regina members were honoured with 
a visit from our Dominion President, Mr. Nightingale, to 
which further reference will be made in this column next 
month. 


PERSONALS 


J. R. Bazell, chartered accountant, announces that the 
practice of Hunter & Bazell, carried on by him during the 
past three years, will in future be carried on under the 
firm name of J. R. Bazell & Co., chartered accountants, 535 
George Street West, Vancouver, B.C. 


In this column of the July issue reference was made 
to the honour of knighthood conferred on Arthur Edwin 
Cutforth, one of the members of our Association, and a 
former President of the Institute of Chartered Accountants 
in England and Wales. We now have the following par- 
ticulars from “Who’s Who” in Great Britain of some of 
the public capacities in which Sir Arthur has acted and is 
at present serving in England: appointed Accountant As- 
sessor to the Royal Commission on the Coal Industry, 1925; 
Member of Panel of Arbitrators under the Central Coal 
Mines Scheme, 1930; Member of Reorganization Commis- 
sion for Milk, 1932-1933; Member of Food Council since 
1932; Chairman of the Reorganization Commission for 
Milk for Great Britain, 1985; Member of Tithe Redemption 


156 





4 
= 
3 





CORRESPONDENCE 





Commission 1936; Member of the Oil from Coal Sub-Com- 
mittee of the Committee of Imperial Defence 1937; Chair- 
man of the Finance Committee of the Metropolitan Hospital. 


Frederick Field & Company, chartered accountants, 
Vancouver, B.C., announce that they have admitted as 
junior partners Robert F. Wray, C.A., and John I. Watters, 
C.A. 


S. Stewart Joscelyn, Chartered Accountant, wishes to 
announce that he has opened an office for the practice of 
his profession at 704 Dominion Building, 465 Bay Street, 
Toronto, Ontario. 


J. Waldo Monteith, Chartered Accountant, formerly of 
Firstbook, Monteith & Company, and A. Brock Monteith, 
Chartered Accountant, wish to announce the formation of 
a partnership for the practice of their profession under the 
name of Monteith & Monteith; offices to be located at 302 
Bay Street, Toronto, and at Stratford, Ontario. 


Godfrey Sandell, Chartered Accountant, announces that 
he has opened an office at 301 Great West Permanent 
Building, Winnipeg, for the practice of his profession. 


CORRESPONDENCE 


Editor’s Note: In our July issue the following letter was pub- 
lished, together with an invitation to members to comment on the 
plan suggested. Two letters have been received which we publish 


below. 


Toronto, 7th June 1938. 


The Editor, 
The Canadian Chartered Accountant. 


Dear Sir, 


A Company with a large number of trading units has followed 
the practice of charging to a Head Office Expense Account the pay- 
ments which it makes to Pensioners. It is now proposed to apportion 
these Pension payments to the different trading units of the Company 
by adding a percentage to the Branch payrolls. 

It is recognized that under the Income War Tax Act only the 
payments actually made to Pensioners or the appropriation to a 
recognized Pension Fund will be admitted by the Income Tax auth- 
orities as a deduction from taxable profits. 

Banks are in the habit of making an appropriation of profits 
towards an Employees’ Pension Fund, and other concerns, in a similar 
way, make allocations from profits to their respective Employees’ 
Benefit schemes. 
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I have not found, however, any concern which uses the method 
above outlined under which the charge is apportioned over the trading 
units, and I shall be obliged by having the opinion of any who have 
encountered this problem. 

This point may be of general interest to your readers and someone 
might know of instances where such a method has been adopted. 


Yours truly, 
“Member.” 


Letter No. 1 


I have had no personal experience of the apportioning of pension 
payments nor has anyone in this office so far as I know. 


If what is involved is purely an inter-departmental charge it 
would not seem to matter very much how it is dealt with, except 
that I cannot see why a percentage should be added to the Branch 
payrolls instead of charging the actual payments which relate to 
each Branch. It is obvious from the second paragraph of the mem- 
ber’s letter that the amounts charged to the Branches will be subject 
to adjustment at Head Office at the end of the year. 

If the Branches are in different Provinces and Provincial Income 
Taxes are involved, it would seem to be necessary that the total 
amount charged in each Province be the actual amount that is paid 
therein to pensioners. 

Chartered Accountant. 


Letter No. 2 


I have not heard of a similar case. It seems to me that so far 
as the shareholders are concerned it matters little where the expense 
is charged provided it is charged to Revenue. 

So far as Provincial Tax Authorities are concerned there may be 
a decided difference if different units are in different Provinces and 
total expenses are not pro rated according to sales. 

Further, if Branch Managers are receiving a commission on net 
profits there may be a difference, 

Your questioner does not say if the intention is to charge to the 
unit only Pensioners living within the area served by it. 

Accounts are framed for shareholders and there is no reason 
why apportionment should not take place if they desire it. The per- 
centage added to Payrolls should, of course, be disclosed to Provincial 
Taxing Authorities and it will be known to the manager. 


The method of dealing with Pensions is unusual. 
Chartered Accountant. 
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TERMINOLOGY DEPARTMENT 


The articles in this Department, unless otherwise stated, are or- 
iginally written by the Chairman of the Terminology Committee and 
submitted to the members thereof; they are afterwards revised by 
him after consideration of suggestions made by the members. 


If it should be thought that any articles include too much primary 
or elementary matter, readers are asked to realize that the Committee 
hopes these articles will be of especial value to Students-in-Accounts; 
and it is believed that, to impart a thorough understanding, too much 
emphasis cannot be placed on the fundamental principles on which 
the ideas connoted in the term defined are based. 


(Continued from July issue) 


G 


Gain: Profit ; financial benefit or advantage; the antonym 
of “loss.” 

General Average: As used in marine insurance, a loss 
purposely sustained by jettisoning part of the cargo of a 
ship for the preservation from danger of the ship, the re- 
maining cargo, and all on board. The owner of the cargo 
thus sacrificed is entitled to recover a ratable contribution 
from all interested parties, the loss having been incurred 
in the interest of all. 

General Balance Sheet: The second section of a balance 
sheet drawn under the “Double Account System” (q.v.). 

General Expense: Administrative expense, or such part 
thereof as is not otherwise classified. 

General Fund: In institutional accounts, assets which 
can be used for all necessary purposes, as distinct from 
those acquired or received which are earmarked for special 
purposes. 

General Journal: The journal used to record transac- 


‘ tions, adjustments and other entries, etc., which have no 


place in the subsidiary journals. 

General Ledger: The ledger in which is kept the capital, 
fixed assets, nominal and profit and loss accounts, subsid- 
iary ledgers being kept for debtors and creditors accounts. 
If controlling accounts are kept in the General Ledger, 
it will in itself contain the particulars from which the 
final accounts may be prepared. 

Going Concern: A business “in being,” as distinct from 
one either completely or nearly defunct. The term is used 
as a rule in connection with values; the assets of a going 
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concern making profits are worth much more than their 
break-up value. 

Goodwill: The privilege granted by the seller of a busi- 
ness of trading as his recognized successor; the present 
value of the estimated future profits of a business in excess 
of a normal return on the value of its tangible assets. 

Pixley, in “The Accountants’ Dictionary,” suggests the 
following definition: “Goodwill, in its Commercial sense, 
is the present value of the right to receive expected future 
super-profits, the term ‘super-profits’ meaning the amount 
by which revenue, increase or advantage received exceeds 
any and all economic expenditure incidental to its produc- 
tion.” 

Gross: The total without deductions. Used in connec- 
tion with income, expense, sales, book values, etc. 

Gross Profit: Profit on sales or trading before the de- 
duction of administrative, selling or financial expenses. 

Guarantee: A promise to answer for the debt, default 
or miscarriage of another person. Not to be confused with 
Warranty (q.v.). 

Guarantee Bond: A British term used as the term “Fid- 
elity Bond” is used in Canada. 


H 

Hedging: Offsetting a sale or purchase already made 
with a balancing purchase or sale, as the case may be, 
so as to prevent loss through price fluctuations. 

Holding Company: In the strictest sense, one which 
does not operate of itself, but owns substantially all the 
voting shares of subsidiary companies, to which it con- 
fines its attention. Many companies, however, both operate 
themselves and own the shares of subsidiaries. 

Hypothecation: The pledging of assets as security for 
debts. A “hypothecated asset” is a pledged asset. 


I 

Improvement: See “Betterment.” 

Imprest: The name given to a system for petty cash 
disbursements, wherein a cash fund of a definite amount is 
entrusted to an employee who from time to time gives an 
account of his disbursements and receives cash to the 
amount of them to restore the fund to the original amount. 
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R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


Not infrequently nowadays one encounters criticism of 
the division of the Trading Account into two sections the 
first of which will show the “gross profit” on trading (that 
is to say the total mark-up on goods sold) and the second, 
the net trading profit or loss after deduction of adminis- 
tration and distribution costs. The criticism is based on 
the argument that “gross profit” has no real significance, 
except perhaps in departmental accounting, and that it is 
therefore misleading to report it as a separate figure. It is 
an incontravertible fact that all costs of production (using 
this term in its broad economic sense to include manufac- 
turing, administration, and distribution) are on precisely 
the same footing in relation to the ultimate selling price. 
None has a prior claim to any part of that price and if the 
price is insufficient to recoup the whole of the costs there 
is a proportionate loss on each separate cost. Thus suppose 
certain goods, costing $1,000 to manufacture (or to buy 
wholesale), $100 for administration and $400 for distribu- 
tion, are sold for $1,200. Conventional accounting state- 
ments would declare that a gross profit had been made of 
$200 ($1,200-$1,000) and a net trading loss suffered of $300 
($100+$400—$200). But do these figures represent any 
realities? Is it not more logical to say that there was a loss 
of 20% on resale of each class of service, viz. $200 on manu- 
facturing, $20 on administration, and $80 on distribution? 
That is the way the argument runs. 

aa * * 

It is possible that no word is more abused and no prin- 
ciple is more distorted than the word “conservatism” and 
the principle which it represents. The dictionary will be 
found to give only one type of meaning for that word: The 
practice of preserving what is established; the disposition 
to oppose change or innovation. Yet students sometimes 
use the word in reference to any procedure which, no mat- 
ter how far it departs from previous practice, is calculated 
to present a financial picture which at least does not repre- 
sent the situation as being better than it really is. And 
using the word in this sense they elevate its usage to the 
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dignity of a principle and regard the principle so established 
as logical justification for procedures which may be incon- 
sistent and discontinuous. Conservatism in its proper 
sense of “preserving what is established” has a place and a 
very important place in accounting; for accountants, while 
ever ready to adapt their procedures in accordance with 
changing needs and circumstances, meanwhile adhere close- 
ly to established procedures and admit change only when 
the urgency of the change and the relative permanency of 
the new circumstances have been established to their satis- 
faction. Thus if the accepted practice of accountants has 
for many years been and still is to value inventories at “the 
lower of cost or market” it would be a misuse of terms to 
describe as “conservative” a formula which would give a 
valuation lower than that given by the established formula 
—and it would be an abuse of logic to seek to justify the 
novel formula by appeal to the principle of conservatism. 
In short we very often use the words “conservative” and 
“conservatism” when we really mean “cautious” and “cau- 
tiousness.” 
* ” * 


PUZZLE SECTION 
Note on puzzle in the June issue. 

A correspondent writes: “In my opinion the information 
given is not sufficient for one answer to be given as it de- 
pends upon the sequence of the volumes on the book shelf. 
If the volumes were in 1-2-3 order the distance travelled by 
the bookworm would be 314”, but if they were in the order 
of 3-2-1 the distance would be 914”; if in the order of 2-3-1 
or 3-1-2 it would be 614”; and if in the order of 2-1-3 or 
1-3-2 the distance would be 14”.” 

Note on puzzle in the July issue. 

We apologize for attempting to dignify this with the 
name of “puzzle” for it is really no more than a catch ques- 
tion in mental arithmetic. The temptation of course is to 
say offhand that the average speed for the round trip is 
the simple arithmetic average of the two speeds, i.e., 40 
M.P.H. But this is an unweighted average and the question 
calls for a weighted average, the weights being three 
(hours) for the first speed and one (hour) for the second 
speed. The correct answer is therefore (3 x 20) + (1x 60)— 


30 M.P.H. 4 
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STUDENTS’ ASSOCIATION NOTES 


ONTARIO 
The Ontario Students’ Association held its golf tourna- 


ment this year in the form of a kickers’ handicap at Pine 
Point Golf Club on Friday, June 24th. In spite of the 
heat, there were sixty-eight students who managed to 
complete the course, with gross scores ranging from 78 to 
148. 

In the evening, many returned to dance in the club- 
house. During the intermission, which offered some respite 
from the heat—and sunburn—Mr. George Plummer pre- 
sented the prizes to the successful competitors of the after- 
noon: 

Low Gross: Ist J. M. Read 
2nd D. H. Stodart 
J. Lavery 
S. M. Hulbig 
(These three players tied with a score of 82, and D. H. 
Stodart was awarded the prize as the result of a toss.) 
Low Kickers: Ist F. H. Buck 
2nd A. B. Collins 
Sealed hole: low E. A. Glennie 
high G. Woodrooffe 


Biggest liar: L. Hepburn (net 42) 
High score: A. F. MacLaren (148) 
Average score: D. S. Hepburn (107) 


The final game of the Students’ Softball League was 
played early in July in which the students of Perlmutter, 
Papernick and Co. defeated those of Glendinning, Gray and 
Roberts by the score of 3 to 2. This game was the third 
in the three game final series, and the result determined 
the winners of the league for 1938. 


PROVINCE OF QUEBEC—Montreal 

The second Singles Tennis Tournament held by the 
Quebec Students’ Society for the F. W. Sharp Trophy got 
under way early in July. Out of a total of twenty-two 
competitors, eight have qualified for the quarter-finals. 

The Competitors for the semi-finals are Gordon MacNeil, 
last year’s trophy holder vs. John Lewis, Jack Carter vs. 
James Simpson, R. Linton vs. Don Patton. 

Most of the games played have been very close as is 
indicated by the 10-8, 8-6, 9-7 scores posted. Although last 
year’s winner is the favourite, there is a strong feeling that 
he will have to outdo his former efforis to triumph again. 
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PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by a chartered 
accountant of the Institute from whose examinations the problem is 
taken and represent his views and opinions. They are designed not 
as models for submission to the examiner but rather as such discus- 
sion and explanation of the problem as will make its study of benefit 
to the student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
SOCIETY OF CHARTERED ACCOUNTANTS OF THE 
PROVINCE OF QUEBEC 
FINAL EXAMINATIONS, MAY, 1938 
ACCOUNTING “A,” Question 3. 


The Hemingford Manufacturing Company produces an article by 
means of two processes. The articles are produced largely by hand 
in Dept. A, and finished largely by machine-work in Dept. B. Its 
manufacturing charges for the six months ended December 31st, 1937, 
were as follows:— 


Not 
Apportioned Dept. A Dept. B 


Direct Material put into process........... 120,000 20,000 
SE EY 855 cA ccicbabh Se eowdccpee ses 115,000 24,000 
I ENE sain CGE Feros ape Soe ees oR se 3 20,000 
PENRYN BS vo be scence dabincss 1,500 3,500 
Depreciation of Machinery and Equipment 18,000 
Factory Manager’s salary ............+.+ 5,000 
Salaries, etc.: Factory Manager’s Office... 3,000 
Insurance: Factory Building.............. 1,000 
ee Se 3,000 
Heat and Lighting: Factory Building...... 4,000 
DDO, TOO: 6 oisinscd 5 5.0%in5500 0% 0100.69.00 23,500 3,000 
Depreciation of Factory Building......... 10,000 
Repairs and Maintenance of Factory 

ONE nce Susibetapandin sadets <pedses 4,600 
Insurance Factory Machinery............. 3,600 
Repairs, Renewals and Maintenance Ma- 

AP PPO he ES Ce eee 860 2,500 
General Factory Expense .............000- 6,000 

Various other details are given you, as follows:— 
Dept. A Dept. B 

Factory, Machinery and Equipment: Value at July1 25,000 275,000 
ee WO I 8k ohn bbc ss0sc bs ao cakes oe es 40,000 60,000 
Productive-Labour-Hours for 6 months to Dec. 31.. 200,000 
Machine-Hours for 6 months to Dec. 31 ............ 250,000 


The Factory Manager considers that the expense of himself and 
his office should be apportioned 3/5 to Department A and 2/5 to De- 
partment B; and that Factory General Expense should be apportioned 
evenly between the two departments. 

The Factory will have to increase production in order to cope 
with increasing orders, but the company does not wish to make any 
further extensions to the plant. Accordingly the Factory Manager 
is considering the introduction of a bonus system for wages into 
Department A and wishes you to advise him as to whether it is 
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likely to pay or not, basing your calculations on the figures given 
above. 

The normal production of articles in Department A for a normal 
man, working at normal speed, is 5 per working-day of 8 hours, for 
which he is paid $5.00. 

He is thinking of putting the men on piece work, paying them 
as follows: 

(A) If they produce 5 per working day $1.00 per article. 

(B) “ 6 “ 1.05 “ 

(C) “ q “ 1.10 “ 

(D) 7 8 or - 1.15 2 
over 


State what your advice would be, showing how you arrive at 
your conclusions. 


SOLUTION 
ALLOCATION OF FACTORY OVERHEAD EXPENSE 





Admin- Ma- Build- 
istration| chinery | ings | Dept. A.| Dept. B. 





————_| | | ———————_—__] — 


Variable 


Factory Power ......ccccccsees _ —_ — | $2,000 }$20,000 

Factory Supplies ............. — — — 1,500} 3,500 

InGineel LUE iis icccdccvcs — _ — | 23,500; 3,000 

Repairs, Renewals and Main-| — _ —_— 360} 2,500 
tenance Machinery ......... 

General Factory Expense ....| — — al 3,000 | 3,000 


Standing 


Depreciation Machinery ...... — {$18,000} — — age 
Insurance Machinery ......... _ 3,600}; — 





PMD 5 cies caeeeit esis — {$21,600; — 1,800 | 19,800 
Factory Manager’s Salary ....| $5,000; — sees — nie 
Salaries: Factory Manager’s 

WOO. ic cicaalewotctrresrase5s 3,000; — — — — 





Insurance: Factory Buildings ..| — poet ee. mon 
Taxes: Factory Building ...... Ss aoe F000 ae me 
Depreciation: Factory Building.} — — |10,000; — =z 
Heat and Lighting: Factory 

DE Eek cies baci s ces iis ae 4000} — pee 
Repairs, etc.: Factory Building.| — ote 4,600| — pact 


(floor-space) ......... kik — |$22,600|] 9,040} 13,560 
$46,000) $68,560 











$ 46,000 productive labour hours = 23 cents per productive 
200,000 labour hour. 
Least Common Multiple of 5, 6, 7, 8, 9 = 2520. 
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Take a lot of 2,520 articles in Department A 


ed 
Clase | Time | “pay | Pay’ | "8%" |overhead Ex. | Loss | Gain 
workmen hours $ $ Time 3 $ $ 
A 4,082; 2,520 — — — a sai 
B 3,360} 2,646 126 672 154.56 —_— 28.56 
Cc 2,880} 2,772) 252 | 1,152 264.96 — 12.96 
D 2,520} 2,898 878 | 1,512 347.76 30.24 
Men pro- 
ducing 
9perday | 2,240} 2,898; 378 | 1,792 412.16 34.16 





So far as Department A is concerned, if the bulk of the men 
are classed in D at 8 per day there will certainly be a heavy loss. If 
the bulk are classed in B, or in D at 9 per day and over, there will be 
a saving of overhead. To a lesser degree the same applies if they 
are classed in C. 

So far as Department B is concerned more data is required. If 
the present equipment can cope with the increased production without 
seriously increasing its Overhead Expense there will be a saving. To 
estimate the possibility and extent of this saving, machine-rates will 
have to be worked out, and necessary data supplied. If the machines are 

all of the same class the machine-hour-rate would be 
$68,560—$0.27424, 
250,000 
say 28 cents. Generally it would be wise to amend the bonus rates 
as they mount too rapidly for men producing 7 and 8 articles per day. 


PROBLEM II. 


SOCIETY OF CHARTERED ACCOUNTANTS OF THE 
PROVINCE OF QUEBEC 


FINAL EXAMINATIONS, MAY, 1938 


ACCOUNTING “A.” Question 4 


On July 1st, 1987, the Hewson Company purchased the whole of 
the shares of the Agnew Company with an issue of 43,000 of its com- 
mon shares of no par value at $10, of which $1 was to be credited 
to “Distributable Surplus.” Previously it had purchased $100,000 of 
the 5% Bonds of the Agnew company at a discount. Both companies 
are amortizing this discount at the same rate. 

If the Net Worth of the Agnew company is understated it is 
due to a power to earn extra profits; if it is overstated it is due to 
overvaluation of the Machinery and Equipment. 

The Agnew Company is writing depreciation off its machinery 
and equipment at the rate of 10% per annum on the cost less the 
scrap value, the last being estimated at $5,000. The average life 
remaining for this machinery and equipment at the date of the pur- 
chase of the shares was estimated at 5 years. Depreciation is being 
calculated according to the straightline method. 

The trading, profit and loss, and surplus statements and the 
balance sheets of the two companies were given as follows for the 
half-year ended December 31, 1937:— 
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Hewson 
hd eetrcctas. tsa wbexionde cis qciet es $2,986,000 
i A SOE i SSocn co cacsccwt doesnt 1,944,000 

I WIEN Sipipd 8b oo estate se 1,042,000 
Selling, Administrative and other Expenses ... 520,000 
Net Profit before Depreciation ...... 522,000 
Less: Depreciation of Machinery and Equipment 40,000 
Less: Depreciation of Buildings .............. 20,000 
462,000 
Add: Interest from Loan to Agnew Company . 5,000 
Income from Agnew Bonds ............. 8,000 
Stock Dividend From Agnew Company July 
Be Saeco ree cuuedt ere cee orss taseaces 50,000 
520,000 
Deduct: Interest on Loan from Hewson Com- 
MEMES Vana onased <b AGS Maeds Onis ee ae 
Interest, etc., on 5% Bonds ........ 
OOOO WP I noo ceca cecccconses $520,000 
Distributable Surplus 
Credited for Agnew purchase ........... 43,000 
Less Paid away in Dividend July 31st ........ 43,000 
Earned Surplus 
Balance: at daly 206, TCT 25... cccccssesccess 192,250 


Less Dividends paid August 15th to sharehold- 
ers of record on July 31st: 
MN etreu crete tsiscsesunsspaneeno cae 179,750 


Stock, 10,000 common shares n.p.v. at $5 


12,500 

Net Income as per operating statements for 6 
months to December 31st ............... 520,000 
532,500 

Less Organization Expenses written off, since 
DOE eR Se ere hi esctee seen Je oste 2,000 
Balances as per Balance Sheet ............... $530,500 
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Agnew 
$340,000 
206,000 


134,000 


65,000 


69,000 


25,000 
10,000 


34,000 


34,000 


5,000 
6,000 


$23,000 


52,000 


50,000 


2,000 


23,000 


25,000 


1,000 


$24,000 
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BALANCE SHEETS: DECEMBER 31, 1937 


Hewson Company 


Cash in hand and in Bils and Notes Payable 154,000 
NC oii hd 0s ik ats 89,000 Accounts Payable .... 215,000 
Bills and Notes Receiv- Discount on Agnew 
ee 890,000 TS ree ere ee 3,500 
Accounts Receivable .. 384,000 Reserve for Deprecia- 
Inventories ........... 370,000 tion Machinery and 
Loan to Agnew Com- MGGNIONE -. ee ase 200,000 
pany at 5% ........ 200,000 Reserve for Deprecia- 
Snvestmeonts’ .......... 580,000 tion Buildings ...... 100,000 
Machinery, Equipment. 900,000 Capital 
EE riusS seins 9.3.2 500,000 Common Stock— 
eS inca ig tates sigh 200,000 275,000 shares of 
NEES once yer vos Sas 60,000 n.p.v. at $9 each .... 2,475,000 
Organization Expenses. 5,000 Earned Surplus 
Balance as per state- 
SR Mees ben bean es . 580,500 
$3,678,000 $3,678,000 


Contingent Liabilities on Bills and Notes under discount $85,000 


Agnew Company 


Cash in hand and in Bills and Notes Payable 82,000 
OE cicuectbes cers 58,000 Accounts Payable .... 235,000 
Bills and Notes Receiv- Loan from Hewson 
DOE -ccwithe Ghawwas.s 200,000 Company at 5% .... 200,000 
Accounts Receivable ... 300,000 Bonds: 5% .......... 200,000 
| 220,000 Reserve for Deprecia- 
Discount on Bonds .... 7,000 tion on Machinery and 
Machinery and Equip- Pe | 275,000 
ment (cost) ........ 505,000 Reserve for Deprecia- 
ED Ss 5b 5 eiseias 200,000 tion on Buildings .. 75,000 
re ee 80,000 Capital 
ee ee 50,000 110,000 common 


Organization Expenses 21,000 shares of n.p.v. at $5 550,000 
Earned Surplus as per 


a 24,000 
$1,641,000 $1,641,000 








Contingent Liabilities on Bills and Notes under discount $65,000. 


The Investments of the Hewson Company include the following 
items :— 


Agnew Company, 100,000 common shares purchased July 1 $430,000 


do 10,000 common shares, stock-dividend . 50,000 
do Un WENNER Sk snes Sea ins Gcueewaoues 100,000 
$580,000 
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The interest on all Bonds and Loans due to date has been paid. 

During the period the Hewson Company had sold the Agnew 
Company some material which cost it $8,000, the selling price being 
$14,000. The Agnew Company has manufactured this material into 
goods and re-sold them to the Hewson Company. The cost to the 
Agnew Company was given as $26,000 and the selling price to the 
Hewson Company as $36,000. Of this merchandise the Hewson Com- 
pany has re-sold one-half for $28,000 and the remainder is still in its 
inventories. 

The Agnew Company has paid the Hewson Company $8,000 cash 
on account, and given it a promissory note for the $6,000, which note 
the Hewson Company has discounted, and it is still outstanding. 

The Hewson Company still owes the Agnew Company the whole 
of the $36,000 for $20,000 of which it has accepted liability on a bill 
of exchange. 


Required: 

Show by means of working sheets the consolidation of the 
Trading, Profit and Loss and Surplus Statements, and the Balance 
Sheets of the two companies. 


SOLUTION 


ADJUSTMENTS 


Note—B.S. = Balance Sheet; O = Operating Statement; S — Earned 
Surplus Statement; 
H = Hewson Company; A = Agnew Company. 


Stock Dividend by Agnew Company 
B.S. Investments (H) — $50,000 Earned Surplus ( 44 — $50,000 
O Income (H) — 50,000 
Ss Income (H) — 50,000 


Organization Expenses of Agnew Company written off since purchase 
Organization Expenses written off (A) + 1000 
B.S. Organization Expenses (A) + 1000 Earned Surplus (A) 


+ 1000 


Elimination of figures to shew Investment in Agnew Company’s Com- 
mon Shares, and to shew Net Worth in Agnew Company’s B/S. 


B.S. Investments (H) —430,000 Capital (A) —550,000 
Organization Ex- Earned Surplus, remain- 
penses (A) — 22,000 der of balance at July 

1 (A) — 2,000 


Reserve for Depreciation 
of Machinery, ete. +100,000 








—452,000 —452,000 














Ss Earned Surplus (A) — 2,000 


Adjustment for Depreciation of Machinery provided in advance by 
Hewson Company 
Provided (see previous statement) $100,000 
Apportionment for 6 months to December 31st 1937 (10 
ONAN nr Serre tea ee 10,000 
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B.S Reserve for Depreciation of Machinery (A) —10,000 
Earned Surplus (A) +10,000 
O Depreciation of Machinery and Equipment (A) —10,000 
S Income as per Operating Statement (A) +10,000 


Agnew Bonds Held by Hewson Company 


B.S. Investment (H) —100,000 Bonds 5% (A) —100,000 

B.S. Discount on 
Bonds (A) — 8,500 Discount on Bonds (H) — 3,500 

O Interest etc. on 
Bonds (A) — $8,000 Incomefrom Bonds(H) — 3,000 

Loan from Hewson to Agnew Company 

B.S. Loan (H) —200,000 Loan (A) —200,000 
O Interest (A) — 5,000 Interest (H) — 5,000 


Intra-Combine transactions in Material and Finished Goods 


Portion re-sold 
Material O. Cost of Goods sold (A) — 7,000 Sales (H) — 7,000 


Fininshed Goods O Cost of 
Goods sold (H) —18,000 Sales (A) —18,000 


Portion still unsold 
Material O Cost of Goods sold (A) — 4,000 Sales (A) — 7,000 
Finished Goods 
O Cost still in Inventory of 
Hewson Company 











Material 7,000 
Labour, etc. 6,000 
13,000 (A) —138,000 Sales (A) —18,000 
UNE os ZERE evaes's —42,000 —50,000 














Note: This leaves the following figures regarding these transactions 
in the consolidated operating statements:— 











Cost to Combine of Raw Sales to outside world. .$28,000 
Material 2... 5... kc 5s's $ 4,000 
Direct Labour and Fac- 
tory Overhead ........ 6,000 
10,000 
Green POR causes 14,000 
$24,000 $28,000 











Portion unsold 
S (1) For unrealized profit on Raw Material sold by Hew- 





son to Agnew Income (H) —3,000 

(2) For unrealized profit on Finished Goods sold by Agnew 
Hewson Income (A) —5,000 
8,000 
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STUDENTS’ DEPARTMENT 


B.S. (1) Inventories (A) —3,000 Earned Surplus (H) —3,000 


(shown as a Reserve) 


hown as a Reserve) 


(2) ee (H) —5,000 Earned Surplus (A) —5,000 


Contingent Liabilities (H) —6,000 
Accounts Receivable (A) —16,000 Accounts Payable (H) —16,000 


Bills and Notes Receiv- Bills and Notes Pay- 
) 


able (A) —20,000 able (H 
Consolidated figures 
Operating Statements 





BO accra Wa aici cwedwiowitw nha eed te we $3,276,000 
oe | ee ae 2,108,000 
ONE PUG. oc isirecncndav 1,168,000 
Selling, Administration and other Expenses 585,000 
Net Profit before depreciation .... 583,000 
Less: Depreciation of Machinery and 
MOIR, 5:65 s a cece ces Saas $55,000 
Depreciation of Buildings ...... 30,000 85,000 
| —S 
498,000 
Deduct: Interest, etc. on Bonds ............ 3,000 
Transferred to Earned Surplus ....... 495,000 
Earned Surplus 
MOOD SE SO BO PO ooo ke se Sincmcceeaes 192,250 
Less Dividends paid, etc. ................4- 179,750 
12,500 
Net Income as per consolidated operating 
ene eee eer err ere 495,000 
507,500 
Less Organization Expenses written off since 
WN BEY hia see cacao secanesaeke 2,000 
$505,500 
Final Consolidated Trial Balance 
Cash in Hand and in Bank .......0.0..60 $ 147,000 
Bills and Notes Receivable ............... 0,000 
Pe | 668,000 
IG 5.0 brug eine ee Asis wba d 3 6a nents eee J 
Reserve for Intra-Combine profit in Inven- 
NN ee ctor aie ein ak cease o's Siecmes 
Machinery and Equipment ............... 1,405,000 
Reserve for Depreciation on Machinery and 
MNMNNING oa ora 5 coos wx sho. 6d viseentein eaieis' 
Buildings ...... ating ee Se eae ea aials's 700,000 


Reserve for Depreciation on Buildings ... 
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THE CANADIAN CHARTERED ACCOUNTANT 


Organization Expenses 

Discount on Bonds 

Bills and Notes Payable 216,000 
Accounts Payable 434,000 
Capital: Common Stock 2,475,000 
Earned Surplus 505,500 
Bonds, 5% 100,000 


$4,478,500 $4,478,500 


Contingent Liabilities $ 144,000 


Note: In the foregoing solution the adjustments have been shown 
separately and the working sheet for the consolidated balance 
sheet has been omitted, this being regarded as the clearest 
method of indicating the solution within the limits of the 
space available. 





